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THE PROBLEM IT PRESENTS 


By JAMES 
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BOUT a hundred years ago a period of reform set in 
on both sides of the Atlantic. Democratic and Liberal 
ideas began that devastating attack on the aristocrat- 

ically-conceived eighteenth-century educational system. In 
this Republic the course has been one of continued expansion 
and development. Free schooling at public expense has been 
provided for an ever-growing number of boys and girls. The 
spread of elementary education at public expense was fol- 
lowed by a phenomenal development of public high schools, 
supported through taxes by local communities. ‘These public 
high schools accommodate boys and girls about 14-17 years 
of age. In retrospect, nothing in the evolution of American 
education is more striking than this expansion of the tax- 
supported schools. Nothing like it had ever happened before 
in any other country. As late as 1890 in the United States 
only about 4 per cent of the number of young people 14-17 
years of age were enrolled in high schools. Today the figure 
is 60 per cent. There are now some 25,000 such public high 
schools in which over 230,000 teachers instruct about six 
million boys and girls. This development of a publicly con- 
trolled, tax-supported school system for the great majority of 
our youth up to 17 years of age has not only provided almost 
universal education but it has been a strong unifying, demo- 
cratic force. The fact that boys and girls from all economic 
levels have gone to school under the same roof has helped to 
minimise the growth of that class-consciousness all too often 
associated with modern industrial lite. 

Above the high schools in the American system come the 
colleges and universities. Here, too, we find a remarkable ex- 
pansion in the last fifty years. The privately controlled insti- 
tutions of higher learning were adapted to meet the impact of 
the new democratic ideas. Large universities, supported by 
the taxpayers, have been established in almost every one of 
the forty-eight States and in many cities. In 1890 there were 
about 150,000 students enrolled in colleges and universities. 
Today there are nearly ten times that number—1,200,000. 
The political philosophy of the past generations of American 


citizens demanded education for the people and all the people 
without class distinction. The sweep of this idea will be 
recorded by future historians as one of the significant achieve- 
ments of democracy on the North American continent. 
Though much remains to be done to improve even elementary 
education in certain sections of the land the broad founda- 
tions have been laid. On the solid basis of our publicly sup- 
ported school system we can as a people face the problems of 
the future in a way never before possible in the history of the 
world. 

But in one important respect the future will be different 
from the past. One of the few elemental factors which con- 
trol the destinies of nations and civilisation has changed its 
direction in this country. By 1960 or thereabouts it seems 
probable that we shall have a stationary population. Expan- 
sive pressure on our schools will soon be gone. Indeed a 
lessening of the tension is already evident. A stationary popu- 
lation with a relatively high percentage of adults and a rela- 
tively small percentage of youths to be educated presents a 
totally different picture from the situation which existed a 
generation ago. What will be the influence of this changed 
condition on the course of educational development? The 
fundamental difference will be one of altered emphasis. We 
shall cease to be concerned with a breathless rush to provide 
enlarged accommodation, and we shall have time to stop and 
consider other important matters. One of the most important 
of these is adult education. Much time and energy are now 
being devoted to studying this subject. Many interesting 
experiments are now in progress. It is too soon, however, to 
foretell what methods will be generally adopted in the com- 
ing years to deal with a problem so vital to the continued 
health of a democracy. 

Turning now to the education of young people, the first 
problem we encounter is that of self-differentiating education 
at each level and to allow every individual to develop his or 
her special aptitude to the maximum. 

A prominent educator has recently said “In the United 
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States the supreme task of educational statesmanship today 
is to discover more accurate and more reliable methods of 
educational guidance. It will mean not merely the substitu- 
tion of new-type tests for the old examinations but more care- 
ful attention to teachers’ estimates and particularly to a con- 
tinuous record of the development of each pupil’s interests, 
abilities and aptitudes. Only in this way can education con- 
tribute to the happiness of individuals and the welfare of 
society.” 

With this statement I heartily agree. Thomas Jefferson 
in the early days of last century spoke of the necessity of 
‘culling the natural aristocracy of talent and virtue from 
every condition of our people, and educating it at the public 
expense for the care of the public concern.” 

In the great wave of enthusiasm for universal schooling, 
this principle of Jefferson’s has tended to become submerged ; 
there has been a feeling that everyone should receive the same 
sort of training, including a college education. In reality, 
the opportunities for college work have been most accidentally 
provided. Merely the basic conditions for the differentiation 
of higher education are: universal elementary education and 
universal opportunities for secondary education. 

We have made great strides towards these goals. Rela- 
tively little talent is lost to the country because of lack of 
opportunities at the lowest level. All too often, however, the 
importance of the selective process has been overlooked ; all 
too often our faith in the power of formal education to make 
silk purses out of sows’ ears has made us blind to the needs 
for intelligent educational guidance. Consider the question of 
educating boys and girls from the age of 14-odd. At present 
about 60 per cent of those from 14-17 attend our so-called 
high schools, while only 11 per cent of those between the ages 
of 18-20 attend colleges and universities. As compared with 
any other countries these figures are very high. 

Are they too high? Or still too low? This is an impossible 
question to answer unless one examines carefully the sort of 
training to be given in the high schools, colleges and univer- 
sities. Let me start with the professional training offered in 
our universities and work backwards through the age-groups 
of the American student body. I am inclined to think that 
probably there are too many rather than too few students 
attending the universities of the country. I should very much 
question the desirability of increasing the number in the pro- 
fessional schools—the schools of Law, Medicine, Engineering, 
Architecture, and the Graduate Schools of Arts and Sciences. 
Indeed, in some instances the number might well be reduced. 

The social problems created by serious unemployment in 
the learned professions are obvious. The experience in Ger- 
many in the decade after the War should warn us against 
the perils lying in wait for a nation which claims a greater 
number of professional men than society can employ. Let me 
assume if | may that we do not need any increase in the total 
number of students in the professional schools of our univer- 
sities—that all is well with the present situation, however, by 
no means follows as a matter of course. On the contrary a 
revolutionary change is much to be desired. At the risk of 
being dogmatic without sufficient evidence, I suggest that the 
country at large would benefit by an elimination of at least 
a quarter of those now enrolled in advanced university work 
and the substitution of others of more talent in their place. 
That there is a large untapped reservoir of such promising 
material I have no doubt. That geographic and economic 
factors prevent our utilising this reserve I feel quite certain. 

In spite of our much-vaunted democracy of opportunity 
and education for all, can anyone doubt that of the 89 per 
cent who do not go to college, at least 5 per cent of high 
ability have failed to proceed for economic reasons? Prob- 
ably this figure is too low, but it ts sufficient to illustrate my 





point. The opportunities for higher education are very un- 
equally divided in this country between the youth of the large 
cities and those who dwell in towns or rural communities. 
Every metropolitan center has one or more large university, 
and a professional training in these cities can be obtained at 
low cost if a boy lives at home. No such privilege is available 
for the young man in a small city, a town or rural area. This 
situation has arisen accidentally, but its results are most 
unfortunate. What is the remedy? To attempt to locate 
universities at every crossroad? Hardly! By necessity, first- 
class professional education must be carried on in relatively - 
few centers in the country, perhaps a hundred or so. It is an 
impossible ideal to imagine a university in every city or large- 
sized town. Notice, please, I say university, an institution 
which offers professional training. Therefore, there is only 
one way to provide a university education for the promising 
youths who are now debarred by economic and geographic 
factors, and that is by generous subsidy, by large colleges, or 
by supplying opportunities for earning a sizable amount of 
money. 

A sound scholarship policy, I am convinced, can be estab- 
lished only if one starts with the premise that the stipened be 
adjusted to the financial needs of the individual. For the 
student absolutely devoid of resources the award should be 
large enough to cover all the expenses of an education away 
from home. To pay this same stipend to a boy whose family 
can provide a portion of the requisite amount is not only a 
waste of precious funds but of dubious advantage to the boy. 
The boy who must live away from home when he attends at 
college or university incurs a heavy expense; if he has no 
resources he must receive a large scholarship or be prepared 
to earn a considerable amount of extra money. A generation 
or so ago it was an easier matter to earn one’s way through 
college; though we often fail to consider at what cost certain 
young men obtained an education even in those days. At 
present all too many students are struggling so desperately to 
earn a living while attending a college or university, that they 
permanently impair their health; the development of a well- 
rounded individual with sound physique is worth much to 
the country. The future officers of the Army and Navy are 
not expected to pay their way through the military or naval 
training schools by doing odd jobs—why should we treat the 
future leaders in our non-military adventures with less con- 
sideration ? 

About eleven per cent. of those of college age now attend 
an institution of higher learning. Unless our colleges are 
prepared to diversify their training to a greater extent and 
create a social atmosphere which does not over-emphasise the 
importance of a so-called “white-collar” job, this percentage 
may well be too high. Indeed, even in many high schools 
there appears to be a need for more attractive programmes of 
vocational training which will carry as great social prestige 
as the college preparatory course. 

When one of the numbers increase or decrease in our high 
schools or colleges, the pressing problem is to perfect our 
methods of selecting those most suitable for each type of 
higher education. Selection is not a weeding-out process. It 
is one aspect of educational guidance which has as its aim 
the direction of every youth into a fruitful field of labour. 
Only a relatively few should proceed through that long and 
somewhat tedious process of book learning which traditionally 
leads to the professions. The others should receive a training 
which equips them for work in certain vocations and in addi- 
tion a liberal education to prepare them for life in a demo- 
cratic society as well-rounded, intelligent and useful citizens. 

This general education-for-citizenship, however, cannot be 
expressed in terms of a standard curriculum: it must vary 
from individual to individual according to aptitude as much 
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as does the training which is the basis of vocational or pro- 
fessional life. It is concerned quite as much with student 
activities outside the classroom as with the contents of the 
books studied within. Every school or college, whether it is 
providing the old-fashioned type of curriculum heading 
towards the learned professions, or some sort of industrial 
training developing great manual skill, must have in mind 
that the pupils of today are the citizens of tomorrow. A 
knowledge of the fundamental principles of a political democ- 
racy would seem essential to all. 

A study of the history and literature of our past might 
well provide a unifying common denominator. Adult educa- 
tion is a continuing part of the liberal education received in 
school, and holds great promise for the future. As far as 
possible the general education of each young man, whether 
he is destined to be a manual worker, a doctor or a judge, 
should be such as to open paths to further development in 
later life. 









Education for American democracy: at least a threefold 
problem. First, the raising of the general cultural level of 
society by the development of each individual for the good 
life ; second, the political and social education of the citizens 
who are to control the destiny of a great republic; third, the 
training and preparation for useful employment of each boy 
and girl to the end that the nation may utilise the latent 
talent of all its members. 

Jefferson’s ideal still stands as a goal—a nation in which 
basic education is truly universal and careers are open to 
the talented drawn from every class and section of the land. 
There is no such thing as equality of gifts or powers or 
faculties among children or adults, wrote a great democrat, 
the great educator of the last century. On the contrary, he 
said, there is the utmost diversity. How to take advantage 
of this diversity is the challenging question facing all who 
would develop education in a truly democratic society. 


The Lifeblood of Our Industrial Machine 


THE CAPITAL MARKET AND THE INVESTMENT BANKER 
By JOHN W. HANES, Member, Securities and Exchange Commission 


At a Luncheon of the Central States Group of the Investment Bankers Association of America 


At Palmer House, Chicago, Illinois, Thursday, March 17, 1938 


SHOULD like to talk to you today on some matters 

concerning investment banking and the capital market. 

Because I have been in the business for a good many of 
my working years, I feel that I can speak to you freely as one 
who shares with you some understanding of the practical 
operations and problems of that business. In addition, since 
I am no longer an active participant in the business, I may be 
able to give you the benefit of the point of view of an out- 
side observer, an overserver who is intensely concerned with 
the subject as part of his job as a government official. 

I propose to raise some problems which you may find dis- 
turbing, and to suggest to you certain possible trends in the 
business. One of my reasons for presenting this point of view 
is my realization of the importance of investment banking 
to our national economy. Sometimes we forget that an ade- 
quate and well directed flow of capital into industry is abso- 
lutely essential for the efficient operation and continued 
growth of our capitalistic system. Not only is new capital 
investment required to construct additional plant and to pur- 
chase more machinery in order that industry may expand and 
employ a growing number of workers, but such investment 
is also necessary to provide for the proper maintenance and 
modernization of existing plant so that business may be 
assured of its ability to continue to employ those who are 
now at work. To put the matter briefly, a certain minimum 
amount of capital investment is required in a complicated, 
mechanized industrial structure such as ours, before people 
can be put to work efficiently and kept working. 

Putting labor to work with heavy capital outlay is a 
characteristic feature of the American system. All history 
has demonstrated the fundamental wisdom of that method 
of producing goods. It was discovered almost at the begin- 
ning of time that working with machinery (which is invested 
capital) is far more productive than turning out goods solely 
by hand. In this fact lies the strength of this country’s pro- 
ductive system—the use of more tools, more plant, more 
power—more capital—than are employed in other countries. 
In this fact also lies a large measure of the explanation of 
our ability to produce, on a gigantic scale, goods which re- 





main relatively inexpensive despite the fact that wages are 
higher here than anywhere else. Without capital or with 
insufficient capital, the productivity of our industrial machine 
would be seriously impaired; costs would become inordi- 
nately high, demand would fall off, output decline, and em- 
ployment be curtailed. 

Various estimates of the size of the capital investment 
necessary to employ one worker have been made, but for our 
purposes we may take almost anyone of them. Let us there- 
fore take the all-inclusive figure of $7,000 per person which 
represents on the average the amount of capital required to 
provide each worker with the plant facilities, tools, housing, 
government facilities, etc., necessary to enable him to turn 
out goods in accordance with the American capitalistic method 
of production. Incidentally, in connection with all these esti- 
mates, please remember that, although I shall use the best 
figures I can find to make my story clear, I do not pretend 
to be a statistician. 

Although some people are inclined to scoff at private enter- 
prise and at democracy, there is no getting away from the 
fact that everything we are and everything we have—the 
myriad of things all around us we call civilizaticn—we owe 
to the existence of capitalism in a free democracy. In our 
system, the driving force of individual initiative, despite the 
restrictions of which many complain, is still less hampered 
than almost anywhere else on the face of the earth. To help 
maintain this system, we must provide the $7,000 per man 
necessary to give work to the 500,000 or more persons who 
are added to our employable population each year, and to 
all those stranded on the relief rolls as a result of the post- 
war depression. We also need capital investment if we are 
to furnish jobs for those who are released for new employ- 
ment owing to shifts away from old industries or from old 
techniques of those industries, since the capital investment 
which has been made in the old industries is practically use- 
less for the purpose of giving these displaced persons new 
employment. Even more capital is required if, in addition, 
we are to provide increased security and a higher standard 
of living for our population. 
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All these facts indicate the urgent need for capital, the 
main source of which has always been in the sale of securi- 
ties. Through the capital markets for which investment 
banking provides the primary mechanism, savings—the sur- 
plus earnings of business concerns and individuals—have been 
directed into productive industry. Yet despite the fact that 
our economy can be kept going and expanding only by the 
injection of new capital, we know that the flow of such funds 
has been consistently lower in the last four or five years than 
in the period prior to 1929. It is my impression that one of 
the causes of this stoppage, at the present time, is the fact 
that the machinery provided by bankers and dealers through- 
out the country is not functioning adequately. It is this prob- 
lem which I should like to discuss with you today. 

Let us see first what the people in the investment banking 
business are expected to do, what functions you are supposed 
to perform in fulfilling your task of providing channels 
through which savings can flow into capital investment. A 
channel conveys the idea of something which is wholly inert, 
but you and I know that investment bankers have active jobs 
to perform. The origination of secutities, with all the work 
of finding the issue, investigating it, pricing and setting it up, 
is no simple matter. The advertising, selling, placing and 
replacing of an issue are also not the sort of tasks which 
permit a banker to sit back and rest. But are you doing these 
jobs today in the same fashion as you used to and as you 
should if investment banking is to be an economically useful 
occupation ? 

In selecting issues, the originating banker is supposed to 
be discriminating, to distinguish between good and bad risks 
and to use his judgment in choosing between industries with 
a future and those which have passed their zenith. Bankers 
must think in terms of their “economic functions.” A banker, 
who takes the long-run point of view with respect to his own 
business and its profits, will be more concerned with the 
future of the company whose issues he is floating than with 
the immediate market success or failure of the securities. 
‘There is some reason, therefore, to expect a banker to ex- 
amine investment situations not only from the point of view 
of salability and marketability, but also with an eye to deter- 
mining the real investment merit of the particular securities. 
It is this type of examination which has always been thought 
of as the true function of originating securities. Investment 
banking of this type means that the banker, taking the long 
view, makes a genuine contribution to the operation of the 
economy. He chooses issues with reference to the effect’ of 
the contemplated use of proceeds upon national wealth and 
income, employment and the standard of living, for only where 
financing will have beneficial results in these directions does 
it represent a good risk for the long pull. While I realize 
that nobody can look too far ahead, I think it poor banking, 
as well as poor economics, to be concerned with the success 
of an issue solely during the period of its syndication. 

Once a banker has determined to his satisfaction that he 
has discovered a sound investment opportunity, then comes 
the task of selling the securities to investors. This task of sell- 
ing will involve, in many cases, the use of the complicated but 
familiar machinery of selling groups or syndicates, in which 
firms of a somewhat different type from the originating firm 
may participate, but which is after all a part of the broad 
field of investment banking. The investment banking ma- 
chinery also is expected to stand ready to take the issue if 
it is not readily sold, thus carrying a risk. Where the par- 
ticular issue involves the raising of new capital for a con- 
cern which is not established, the potential risk is likely to 
be considerable. 

We all know these facts. I repeat them merely to empha- 
size that the proper conduct of investment banking for the 
benefit of the economy, as a whole, requires three things. 





First, the selection of those situations where capital can be 
employed productively and profitably over the long run. Sec- 
ond, the assumption of risk in order to facilitate the raising 
of capital for such concerns. Third, the selling and placing 
of the securities, a job which is likely to be particularly difh- 
cult when the issuer is small or relatively new. Stated thus 
simply, these three items, to a certain extent represent ideals 
rather than concrete tasks. Yet they are functions which 
must be performed, so far as possible, if industry is to re- 
ceive the funds essential for its continued life and its expan- 
sion, that is, if we are going to have effective conversion of 
savings into capital. If you are interested in my own frank 
opinion of the situation, it seems to me that the investment 
banking mechanism is not now hitting on all cylinders. 

Has investment banking recently acted to direct the funds 
of the capital market into those situations where they would 
be most productively and profitably used? There is no deny- 
ing that in many instances in the past we were inclined to 
float the type of issue which suited the particular whim or 
fancy of the public at the particular time, with little refer- 
ence to the economic soundness of the issue. Despite this 
concentration on that which was salable and that which was 
marketable, however, some of us still did something in the 
twenties towards digging up worthy enterprises and helping 
industry to raise funds. The same thing cannot be said of 
the period from 1935 to 1937. On the contrary, we avoided 
new financing and restricted ourselves almost entirely to 
refunding issues which were clearly salable, and which 
involved little or practically no risk. This fact is evidenced 
clearly by the statistics available to the SEC. From July 1, 
1935, through June 30, 1937, there was a total of $9,400,- 
000,000 of securities registered under the Securities Act of 
1933 which the issuers proposed to sell. Of this total about 
70 per cent was for refunding purposes. The remaining 30 
per cent was for new capital, but the Commission’s research 
has indicated that investment banking assistance was not 
available for many of these new money issues, and that there 
was a rather surprising inability to sell any or a substantial 
part of such issues registered by firms in the promotional 
stage. It is safe to say that our investment machinery oper- 
ated during the recent period of active financing in such a 
fashion that it raised very small amounts of new funds for 
industry. 

At least a partial cause for this lack of participation in new 
financing was our unwillingness or inability to take risks. 
There were of course a few outstanding cases where we did 
take real risks in connection with underwriting offers to 
securityholders when new issues were sold by means of rights. 
However, although these issues bulk large in our minds 
because of the substantial losses which were attached to some 
of them, they were only an insignificant part of the total 
financing of the period. Parenthetically I may add that the 
losses were due in part to the faulty construction of some of 
the unsuccessful issues. Offerings by means of rights, which 
were underwritten, were only 12% per cent of the total reg- 
istered securities during 1937. For most of the financing 
during 1935, 1936 and 1937, we know that risks were gener- 
ally avoided. As a matter of fact, there crept into our 
business some rather strange devices for the avoidance of risk 
even in high grade refunding issues which apparently involved 
little element of chance in any case. I refer here to certain 
types of “market-out” clauses. I realize that circumstances 
may arise in which these clauses are warranted. But where 
these provisions, however rarely used or even more rarely 
exercised, give the underwriter the right to withdraw after 
the public offering there is, I think you will agree, neither 
underwriting nor banking. An investment banker in such a 
case is acting as no more than an investment agent. 

However, more important than this contractural hedging 
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against risk is the fact that we avoided the more burden- 
some risk-taking which is associated with the newer and 
smaller companies, the type of financing which is essential 
to a continuance of industrial progress and prosperity. After 
all it is the acorns of yesterday which are the oaks of today. 
In former years the enterprising banker often would buy an 
issue and hold it for.a while. He would nurse the corpora- 
tion along during its early stages. He would buy issues 
which were relatively unknown to the public and take the 
risks attached to selling such unknown issues, including the 
possibility that it might be impossible to dispose of the securi- 
ties completely within a short period of time. Were it not 
for such enterprising bankers, we might not have had our 
present electric power and light industry. But do any of you 
remember more than one or two such operations during the 
last two or three years? 

I recall one such instance in an industry related to national 
defense—an industry thus of great importance economically 
and socially. I know the strenuous but vain efforts of the firm 
which originated this issue to get other bankers to participate 
in the business. I know the embarrassment of the senior 
partner when no other firms would aid in the business, and 
I know how he felt when he had to indicate to his partners 
that most of the firm’s capital would be tied up for thirty or 
sixty days in this one issue. 

In the light of such instances, let me make it clear that I 
appreciate the general feeling on the part of the industry 
against assuming excessive risks. This may not be wholly a 
matter of choice, but may rather be something which has 
been forced upon investment bankers by new conditions. I 
think there is little doubt that the underwriting capital is 
less extensive today than it was in the ’twenties. There are no 
more security affiliates. Banks can no longer participate, and 
the risk-spreading intermediate or banking groups are no 
longer available. Investment banking firms which used to be 
able to hold deposits can no longer do so. All investment 
banking firms went through a depression following 1929 
which shrunk their capital, and in recent years, they have 
received no new capital or very little new capital to counter- 
act these shrinkages. 

Risk-taking has also been restricted as a result of govern- 
mental influences. I see no reason to close my eyes to that 
fact, especially as it concerns the operation of our present 
tax system. Although that system is subject to criticism on 
several grounds, I should like to refer briefly to that phase of 
it which apparently has had the effect of driving those with 
large incomes into tax exempt bonds, thereby greatly curtail- 
ing the market for corporate securities, particularly those of 
junior grade. When persons with large incomes are able to 
buy relatively riskless tax exempts to yield, say, 3 per cent, it 
is obvious that non tax-free securities, if they can be made 
attractive at all, will have to be marketed on a yield basis of 
6 per cent or more. These higher yields are necessary to take 
account of the fact that the prospective wealthy investor is 
subject to taxes in the upper, say 30 per cent, brackets, as 
well as to compensate him for the added risk involved. Since 
it is the wealthy investor who formerly bought corporate 
securities in large amounts, it is possible that to the extent 
that he now fails to do so, the effect of the tax-exempt features 
attached to state and municipal bonds has been not only to 
put obstacles in the way of the performance of the investment 
banking function for industry, but also to throttle new enter- 
prise and to interfere with the expansion of business in 
general. 

However, while I believe that all these forces have com- 
bined to weaken the investment banking machinery and to 
restrain the fullest possible exercise of the risk-taking func- 
tion, I do not necessarily subscribe to a philosophy of inaction 
on your part. You cannot afford to sit and wait for changes, 





ascribing all your difficulties to regulation or taxation, or to 
both of them. If you want to accomplish changes you must 
work towards them, in part by first doing your own job. 
Someone must take risks as part of our mechanism of financ- 
ing industry. If you decide to “let George do it,” you may 
find that George, and perhaps his Uncle Sam, may be forced 
to do it by default. Inaction may mean that you will write 
investment banking off the books—and that course neither 
you, | am sure, nor anyone whom I know in Washington 
would welcome. 

I assume that I will be telling you nothing new if I give 
you some statistics on the methods by which insurance com- 
panies and other large institutions have recently bought their 
share of some of the major refunding bond issues. In De- 
cember, 1936, an issue of $140,000,000 American Telephone 
and Telegraph Co. Debentures were publicly offered. Poor’s 
Publishing Company has a compilation of purchases and sales 
of securities by insurance companies which indicates that ten 
of the largest of those companies purchased over $48,000,000 
principal amount of these bonds, or almost 35 per cent of 
the total issue. One of the larger insurance companies pur- 
chased about $7,400,000 of these bonds, but in order to 
acquire that block it had to make separate purchases from 
106 different firms. Another large company made purchases 
from 190 different firms to acquire the $8,900,000 of bonds 
which it desired. In other words, the underwriters and 
dealers instead of distributing the issue widely were, to an 
astounding degree, all selling to the same few large buyers. 

The extreme artificiality of this situation and the wasteful 
nature of investment banking machinery which operates in 
this fashion are too obvious to require amplification. The 
results are plain. Investment bankers, on increasing occasions, 
are acting merely as order takers for insurance companies 
and other institutions. 

And so we find there has developed a substantial amount 
of private placing. Investment bankers dislike this trend, 
because it means a loss of business for them. I have my own 
doubts as to whether this practice is desirable from the long 
range public viewpoint, but I am not surprised at the trend 
which seems to me to flow logically. In such operations, in- 
vestment bankers may be used on occasion to negotiate the 
deal, but thereafter their job ceases and a few institutions 
take all of the issue of a large industrial corporation or pub- 
lic utility without bothering to go through the procedure of 
syndication and distribution. In more than half of these 
issues there has not even been an investment banking inter- 
mediary. By these means, investment bankers were short- 
circuited to the extent of some $1,300,000,000 during the 
years from 1934 to 1937. The figure is of such proportions 
as to suggest an alarming trend away from the developed 
machinery of securities distribution, which has been sanc- 
tioned by experience. 

These, then, are some of the features of the present situ- 
ation as I see them. They are actualities which you must 
face. Whatever the reasons, investment bankers are not do- 
ing the job they used to do. Are you collecting the savings 
of the individual investor to make them available to in- 
dustry? Are you seeking out productive and nationally use- 
useful projects to offer to investors? Are you prepared to 
take a larger risk so that industry can place reliance upon 
you as sources of capital? In a word, are you doing your 
share of providing the power of capital which has, in the 
past, been the fuel for the dynamo that is capitalism? If we 
fail to provide the motive power, there is danger of an eclipse 
of this system, which, after all, helped to bring out the 
genius and ingenuity of our people and make this nation 
great. 


I know too well that the inactivity of the capital market is 
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not all your fault. But it is time to study your own situa- 
tion, to find out just what can be done under present con- 
ditions and where changes are required or new machinery 
necessary. Since the job cannot be left undone, and since 
the job is yours; it is up to you to start thinking of possible 
remedies. Nor is this task of self-examination one which I 
recommend only to the “big city” firms. As Chairman 
Douglas indicated when he spoke here some weeks ago, the 
local firms can do much to aid in the financing of deserving 
small business. Perhaps such local houses cannot themselves 
fully satisfy the needs of regional financing for small enter- 
prise, but at least they too can think about solutions. Maybe 
the answer lies in changes in existing machinery, maybe it 
lies in the addition of new governmental or semi-govern- 
mental agencies to assist existing banking and distributing 
organizations to do the job which really is theirs. 

For your information I may say that, in view of the grow- 
ing realization of the acuteness of the problem of reopening 
the capital markets and the need for speedy action, there have 
been some preliminary exchanges of views on machinery 
whereby the government may cooperate with the investment 
banking fraternity in doing its job. There is a substantial 
body of informed opinion which seems to favor some sort 
of cooperative endeavors. As a matter of fact, one Senator 
recently proposed a bill, aiming at some such cooperative 
machinery. 

As far as I am concerned I do not propose to answer these 
questions today. I have tried only to present the problems 
with what may be a new slant to some of you. I have done 
so because, frankly, 1 am concerned about this country’s 


future. I wouldn’t be in Washington if this were not the 
case. I think all of us recognize that most of these questions 
which I have discussed today are vital to the investment bank- 
ing profession, to industry and to government. Their solu- 
tion is necessary and must not be too long postponed. I am 
told that the accumulated deferred capital expenditure since 
1930 amounts to many billions of dollars in railroads, con- 
struction, public utilities, manufacturing, and other indus- 
tries. Consequently, we must find solutions and work towards 
practical ways of reopening the capital market in our ca- 
pacities as bankers, businessmen, government officials, and, may 
I say, patriots. If you cannot reach these solutions, then the 
government, whatever the party in power, may have to 
impose them upon you, because a government cannot endure 
unless it can keep the national economy going. But I do not 
think that anyone in the government wants to see things 
go that far. On the contrary, I am confident, if you attempt 
to work out your own salvation, that the government will 
work with you. Of my own knowledge, I can only speak 
about the Securities and Exchange Commission. I know 
that we will not be adamant against changes in the existing 
laws and regulations if they are in the public interest. We 
will not hide ourselves behind red tape and rejoice over your 
difficulties from the Olympian heights of bureaucracy. On 
the contrary, we recognize the possibilities of changes, amend- 
ments and improvements, and we will work with you. Let 
me urge you to continue in your efforts towards analysis and 
solution of the problems at hand in order that investment 
banking may remain a dynamic profession and continue to 
supply the life-blood of our industrial machine. 


Pump-Priming Adventures 


PROSPERITY BY STATUTE IS IMPOSSIBLE 


By ARTHUR H. VANDENBERG, United States Senator 
Over Mutual Broadcasting Chain, Sunday, April 17, 1938 


asks for a united effort to turn the tide. I believe a 
united effort, along the Healing constructive lines 
proposed by a coalition of Democratic and Republican Sen- 
ators last December, would turn the tide in 90 days. I do 
not believe that another “pump priming” adventure, as now 
proposed by the President, can possibly turn the tide. A de- 


(Csr rani a major depression, the President 


cision in this matter is, as: the President says, desperately 


important “to the security of our people and the stability of 
our economic life.’ ‘Therefore, we should have an utterly 
frank discussion. 

The President is proposing a combination of relief grants, 
public and private loans by government, vast construction at 
public expense, and a shot of monetary inflation. The whole 
program involves better than five billion dollars, directly and 
indirectly, out of an empty Treasury. That portion of the 
spending which is required by direct relief cannot be avoided 
because no one wants any victim of depression to go unfed, 
unclothed or unhoused—although more relief for less money 
could be obtained if federal relief management, with its 
duplications and wastes and exploitations, were wholly aban- 
doned in favor of State responsibility and control on a reason- 
able matching basis. But I do not touch that problem tonight. 
I discuss, rather, the larger factor—the so-called “recovery” 
expenditures—the resort again to what is known as “pump 
priming.” I believe this is a tragic error. Despite whatever 
temporary advantage might seem to accrue, I belive it spells 
long-run disaster. 


“Pump priming” means that we continue to borrow money 
—or to create it by manipulating—in an effort to spend 
ourselves into better times and to buy prosperity. It means 
bigger debts, bigger deficits, and bigger taxes. It means 
discouragement to private industry—which is our sole source 
of true recovery. It is a deterrent rather than a tonic to the 
CONFIDENCE which we need in the blood-stream of our 
commerce. No matter how adroitly camouflaged, it defeats 
any remote prospect of a balanced budget and a convalescent 
public credit. It helps the next election; but it hurts this and 
the next generation. Pump priming has failed, despite fabu- 
lous doses, between 1933 and 1938. It is at war with re- 
covery. Therefore, it is a menace and a curse. 

In support of this indictment, I call two witnesses. The 
first is a voice from an honored tomb. The late Senator 
Joseph T. Robinson, long the Democratic leader in the Sen- 
ate, said as long ago as May 11, 1932: 


“A balanced budget is indispensable. We shall go 
further down into the depths unless expenses and receipts 
are brought together. The fear this will not be done 
nullifies every plan enacted or proposed.” 


My second witness is President Roosevelt himself, in 
October, 1932: 


“If in some crises the government lives beyond its in- 
come for a year or two, it can usually borrow tempo- 
rarily on reasonable terms. But if, like a spendthrift, it 
throws discretion to the winds, is willing to make no 
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sacrifice at all in spending, extends its taxation to the 
limit of the people’s power to pay, and continues to pile 
up deficits, it is on the road to bankruptcy.” 


These statesmen were right six years ago. The interven- 
ing “pump priming” years have proved them right. I still 
stand where they stood then. I reject the wishful inconsis- 
tency which deserts a great truth at the very moment of its 
vivid proof. My next witness is the record: 

1933: eleven million unemployed; eighteen billions of 

national debt 


1938: more than eleven million unemployed; 38 bil- 
lions of national debt 


Twenty billions more of debt bearing down upon the 
national income—five years of “pump priming” on just as 
gigantic a plan as anything now proposed: yet we are back 
again in a new depression which, in the swiftness of its in- 
tensity, is worse than its predecessor. And we are back 
again to the same patent medicine which failed before. I 
respectfully submit to the American people that it simply 
doesn’t make sense. 

Despite all of the intriguing magic by which some of this 
new “pump priming” is seemingly to be painlessly paid, and 
despite the apparent reliance upon increased bank reserves 
at a moment when idle reserves already well-nigh burst their 
vaults, this new “pump priming”’—plus other contemporary 
expenditures—will probably carry our next annual deficit to 
five billion dollars. Even without this new “pump priming” 
we are already spending at the same tempo which has already 
plunged us into enormous debt. There has been no net re- 
trenchment; and—mark this!—there was little or no re- 
trenchment even during the relatively pleasant two or three 
years that synthetically intervened between depressions. 

The federal government lived on one billion a year, or 
less, up to 1915. After the World War, it lived on three 
or four billions a year up to 1931. But the annual appropria- 
tions in 1937 exceeded ten billions. And now the “pump 
primers” are at it again! 

Make no mistake, Mr. Citizen, the federal government 
can get real money from just one placee—YOUR POCKET 
BOOK. When it borrows to pay its bills, it ultimately 
charges every penny, plus the interest, to YOUR POCKET 
BOOK. When it resorts to some devaluation trick, it re- 
duces the buying power of your money and again YOUR 
POCKET BOOK pays. When it passes a heavy tax bill 
it hits YOUR POCKET BOOK—and I mean every pocket 
book because the bulk of our taxes finally become consumer 
taxes. The federal spenders and the federal “pump primers” 
right now are taking at least 15 cents out of every dollar 
in YOUR POCKET BOOK—without making any pre- 
tense of paying all their bills and without reducing their old 
debts by a nickel. If they keep on, there will be no ultimate 
alternative but a capital levy—which is the legal confiscation 
of private property because the public credit UST be pro- 
tected at all hazards, since we all crash when it crashes. So 
I pose the question: just how much more of this can YOUR 
POCKET BOOK stand? 

Now, all this wouldn’t be quite so bad—I mean there 
would be compensatory values—if the spenders and the 
“yump primers” and the impatient reformers and the busi- 
ness haters were getting us anywhere—if they were not cre- 
ating more problems than they solve—if they were curing 
instead of causing depressions—if their recovery program 
were not a confessed failure. But that, unhappily, is not 
the case. Unhappily, the opposite is true. 

I agree with the President that the national income must 
be increased. But we can get new purchasing power only 
by getting more production in business as distinguished from 
government. What hurts legitimate business hurts YOUR 






POCKET BOOK, decreases buying power, defeats recovery, 
and stifles jobs. That is precisely what is happening today. 
The taxes and deficits and lack of business confidence inci- 
dental to our last “pump priming” spree are substantially 
responsible. The “pump primers” had their chance. And 
now we have their depression. The new question now is: 
does America want more of the same? Or, more funda- 
mentally: can America stand more of the same? 

Let’s look at the record to see what really makes business 
better—business being our sole reliance for livelihood under 
the American System. One week ago the House of Repre- 
sentatives defeated the notorious Reorganization Bill— 
which, rightly or wrongly, had become a symbol of national 
menace to millions of our people. The same day, the Senate 
washed out and repealed the last of the punitive Roosevelt 
taxes upon business—taxes upon thrift and prudence and 
initiative in the business world. What happened? I quote 
headlines the next morning: 


“Stocks Surge Up One to Ten Points—Bullish 
Bombshell Gives Sharpest Advance Since 
November 10th.” 


Now “stocks” are not the sum total of American busi- 
ness. But they are a faithful barometer. It is the first place 
to look for quick reactions. Here they were. A great, na- 
tional market which had lost 25 billions in national values in 
five short months took cheer—found some confidence in the 
congressional proof that Constitutional practice and solid, 
substantial economics are not dead in the United States. Jf 
that spirit could effectuully, and with sustained justifica- 
tion, take possession of the whole American mind, we should 
be out of this depression and well on our way to permanent 
recovery, I repeat, in 90 days. But this never can be done 
if the federal spenders, the bureaucrats, the regimenters and 
the “pump primers” insist upon pushing us back into deeper 
gloom—and if the business haters, and the class agitators, 
and the bitter name-callers neglect the advice which the 
President himself now gives them to “lay off.” Among many 
others, we need all the so-called Tories and Feudalists and 
Economic Royalists in this new, united team play. 

There have been heated denials of a certain parable which 
was said to have been told the President a few days ago. 
But the parable is sound, though its authorship remains 
anonymous. This is the parable: 


“You must let the cattle put on fat. The Admini- 
stration cow-boys constantly whoop and race about the 
cattle as soon as they start to graze until the herd be- 
comes too nervous and too scared to eat. Yet there is 
plenty of grass for all.” 


So, I plead for a “united front” in the right place and in 
the right way. I plead for it on solid ground rather than on 
quicksand. We cannot borrow our way out of adversity. 
We cannot spend our way into paradise. We have tried it 
—and it has failed. The government, at long last, should 
revert to a business basis. Reform has its place and its neces- 
sity: but the government should put recovery ahead of re- 
form—because “reform” without “recovery” is dead fruit. 
The government should retrench; not leap to new “pump 
priming” profligacy. We sliould give business a real chance 
to do the job that government cannot do but which govern- 
ment very definitely can make impossible. Prosperity by 
statute is impossible. Economic law declines to be repealed 
by “executive order.” Epithets are poor substitutes for pay- 
rolls. You cannot cure a headache with a hammer. There is 
not patent formula to get-rich-quick; but there is sure pov- 
erty and disaster in persistently trying to find one. The 
government must serve—not make—emergencies. We have 
tried everything else; now let’s try a little orthodox, eco- 
nomic common sense. 
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Double Taxation and Party Promises 


MONKEY WRENCHES IN THE TRADE MACHINE 


By SIR JOSIAH STAMP, Economist, Over British Broadcasting Company, April 10, 1938 


NE of the most obstinate of the obstacles to the free 
development of trade is what is known as “double 
taxation.” The objections to it have long been 

realised, and for the past twenty years efforts have been made 
in vain to remove it. Apart from relief for income arising 
in different parts of the Empire, these efforts have mostly 
been fruitless, and their failure is due partly to the very differ- 
ent ideas about taxation in different countries, and partly to 
the fact that the flow of profits or investment income between 
two countries in each direction is rarely equal, and any 
attempt at reciprocal measures of relief means nearly always 
a heavier sacrifice for one party than the other. The system 
of “double taxation”’ really acts like a high tariff against new 
capital, and a punishment of old capital. Let us see how it 
works. 

If a manufacturer in Britain wishes to open a branch 
factory in Australia, thus giving employment there by the 
export of capital to make the factory and then to work it, 
his profits in Australia are heavily taxed to income tax, and 
then when they are received by him at home they are taxed 
again in full. If he is a surtax payer, the total combined 
taxes would eat up nearly all the profits if no relief existed. 
But in the case of a Dominion there is a complex system of 
relief to the taxpayer, and the cost of the relief has to be 
borne by the two Exchequers in different proportions. The 
burden applies fully without relief between the United States 
and Britain, and indeed in the case of dividends received by a 
Briton, so far from there being any relief, an extra burden 
of ten per cent has recently been put upon dividends arising 
in America and going abroad. So new trading establish- 
ments in other countries are rarely set up. When an income 
tax is raised in its rate, the existing capital investment is 
trapped where it lies, and cannot escape the burden. 

Now our system of taxation proceeds first upon the prin- 
ciple that “A” and “B,” with equal total incomes, should 
bear equal burdens, even though “B” draws half his from 
abroad, and this is called taxation on the residence principle. 
But income arises in Great Britain which goes abroad to 
“C.” and everyone cries out that these profits going to the 
“foreigner” ought to be taxed—they are made under our pro- 
tection and should not escape our burdens, we say. It is a 
universal cry—‘tax the foreigner.”” Nothing could be fairer, 
it seems, than taxation where profits arise. But if every 
country taxes by both principles—where profits arise and 
where they go—obviously all income that arises in one place 
and reaches another gets taxed twice over. So we then say, 
for such income let us adopt one principle only, and the one 
selected as best in theory is taxation by residence at the receiv- 
ing end. But a debtor country paying a lot of interest abroad 
on capital invested, by this principle gives up a lot more 
revenue than a creditor country, and this selection of the 
principle is not too popular. So we go on helplessly struggling 
with this great obstacle, unable to make free and spontaneous 
extensions of business abroad. When a foreign government or 
municipality borrows money in a capital centre like London, 
it has either to pay interest free from its own taxes, or pay a 
high enough interest to give a net yield to the foreign lender 
equal to what he gets at home, otherwise the loan is not a 
success. Why should the foreign investor walk into “double 


taxation’? In vain is the net spread in the sight of any 
bird. But the ordinary commercial business cannot adopt this 
expedient. 

We could illustrate this monkey wrench business by a 
good many instances from America’s New Deal. Let us take 
one. There were many cases of grave abuse in the issue of 
new appeals for capital subscription by the public. The 
prospectuses were far from explicit about past profits, pos- 
sible risks were suppressed, and contingent liabilities not dis- 
closed. The law was not nearly so stringent as in Britain. 
The new dealers quite rightly tackled the abuses by new 
legislation, but they tied it up so ferociously tight, that the 
most honest person, with the most unimpeachable case, dared 
not issue a prospectus for fear of a mis-statement, however 
innocently made. To be on the safe side it took a bevy of 
lawyers and was as big as a book, so that not only was the 
borrower scared but the poor prospective lender was worse 
off than ever, unless he, too, got a lawyer to go over it and 
tell him it was O.K. Anyone who issued a statement in all 
good faith could be afterwards brought to book badly for 
something that went wrong without its being his fault—the 
escape of water in a mine, a fault, anything that he might 
have been able to discover if he had thought of it. Ordinary 
sellers of shares were not safe from being chased by pur- 
chasers years after the transaction, if bad luck turned up. 
You cannot wonder that the stream of capital dried up. After 
a time the worst provisions were relieved, but the attempt to 
frustrate the evil-doer under all conditions of possible roguery 
or skullduggery may easily put a burden on the righteous 
which drives them out of business. 

Of all the monkey wrenches, perhaps the worst is the 
promise of a millennium here and now by a political party 
which wants to get power, and imposes overall conditions 
upon private business for which the State takes no actual 
responsibility, without careful study of the ability of business 
to stand the burden— it hopes for the best and thinks because 
the boons are pleasant they are therefore possible. —The most 
difficult of these fancy promises is a simultaneous shortening 
of the hours of labour and an increase in the rates of pay. At 
rare stages in the trade cycle, and with some businesses, this 
may possibly “come off,” but generally it is physically impos- 
sible and is a real contracting influence in business. Occa- 
sionally businesses will struggle and be forced to make 
economies in organisation which offset the new burdens, but 
in general the dislocation is real. What settles the limit of 
wages, and why cannot they be raised indefinitely? By and 
large, wages cannot be greater than the “marginal produc- 
tivity” of the wage earner. If a business can secure for the 
work of, say, an additional fifty workers, an additional 
product which will cover their wages, it will employ them, 
but if the additional wage bill to be paid exceeds the return 
from the additional product, the business will not extend. 

There are some exceptions to this general and universal 
tendency. For example, higher wages or shorter hours may 
improve physical efficiency and yield a higher production 
per man. Improved machinery and economies may be forced 
into action, and change the size of the marginal product. The 
increased wage generally may be so spent as to enhance 
demand sufficiently in a particular industry to provide the 
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extra funds. A particular business may not be working up to 
its economic margin, and it may prove actually able to 
afford the additional costs without contraction. But when 
every reservation has been made, the broad effect is there and 
productivity registers the limit. So if the new costs cannot 
be passed on in a higher price, .a restriction of employment 
or a failure to expand employment must generally result. 
Some of the arrangements made in certain industries under 
the New Deal codes in America certainly attempted too much 
at once in this way. The Blum programme in France con- 
tained contradictory elements which were bound to lead to 
economic trouble. In New Zealand at the present time, in 
my view, the wish is father to the thought in the case of 
various industrial changes, and the industrialists must get into 
great difficulties. No one can tell in advance the precise 
results of a contraction in working hours, and the status quo 
needs to be altered with great caution, and the effect gauged 
with no important increased wage burden per hour until the 
test is complete. This is an unwelcome doctrine, but then 
most sound economic changes are unpalatable. Until we all 
become Sovietised it is a good principle, which will pay 
everyone in the end, to let private businesses make good prof- 
its, and a bad principal to think that good profits mean bad 
wages, or that wages can permanently benefit at the expense 
of profits. The power to make a surplus over costs is the 
dynamic of the economic machine, and must be even in a 
socialist community in the long run, so any bargains as 
against this surplus are only boomerangs. Trade regulation 
of this kind can be a real monkey wrench, especially if for- 
eign competition exists in an export market. The delimitation 
of functions as between the workers in different trade unions 


can be very costly in their effects upon total business expense, 
if they are so artificial as to create delays and frictions 
because they do not march easily with the physical facts of 
co-ordinated work, ¢. g., the boundary between fitting and 
plumbing, carpenters’ and shipwrights’ work. 

The United States are suffering from a conflict between 
fear of monopoly and fear of individualism. For years, under 
the Sherman Anti-Trust Law, it was almost a crime for two 
executive chiefs of business in an industry to be seen with 
their heads together—they were suspected of arranging pro- 
duction, fixing prices, etc. Then under the New Deal codes it 
became quite anti-social, if not illegal, not to put their heads 
together, and do these very things. But the old laws were 
not repealed—only overlaid by Washington novelties. When 
the new laws were shown to be unconstitutional and dis- 
appeared, the old ones stood out in all their nakedness. 
Thirty-four executive heads in the oil industry are now very 
exposed to its rigours, for a too-enthusiastic participation in 
the New Deal fruits. 

Government regulation, whether by marketing boards or 
the like, well intentioned for the better prosperity of the 
interests immediately involved, often adversely affects other 
interests indirectly, and this subject forms one of the most 
daunting problems for modern economic society. 

Altogether, it would seem as if the lot of the businessman 
is now the dismal one of dodging official obstacles—and in- 
deed in many quarters this is undoubtedly so. But the eco- 
nomic machine goes on, prospering and ever more productive 
by its wonderful scientific impetuses, though doubtless much 
short of its maximum power, through the obstacles and inter- 
ferences which seem to be inevitable in a complicated world. 


Child Delinquency and Crime 


A FLAW IN OUR EDUCATIONAL SYSTEM 


By JAMES D. C. MURRAY, 4ittorney at Law 
Delivered March 29, 1938 


AVE you ever observed with what eager anxiety 

the State safeguards the property rights of infants? 

An infant, in law, is a person under the age of 21 

years. Legally he may not make a contract or perform many 

other legal acts which an adult is permitted, without the 
Court’s permission and sanction. 

But to what extent has the State endeavored to protect the 
infant from himself in matters involving his liberty and repu- 
tation, and to safeguard society from the crimes which he 
may commit ? 

One answer to this inquiry will be found in the State’s 
prison death house, where, in recent years, young boys, for 
the most part, have occupied the death cells awaiting exe- 
cution for the crime of murder. A large number of young 
men are confined in the cells of other state penal institutions 
paying their debt to the State for having violated its penal 
laws. The fact that so many young men come in conflict 
with the law may be attributed, in part, to the age in which 
we live. An age of automobiles, cabarets, and bars, which 
has resulted in a freedom on the part of the children which 
their parents had never known. This freedom has created 
a desire to indulge in pleasures which require a great deal 
of money for their accomplishment. The motion picture 
furnished a rudimentary education in the art of acquiring 
money by glorifying the gangster and the easy way in which 


‘ 


he collected tribute. Those youngsters who are mentally 
weak and who do not have the benefit of a good environment 
or proper guidance and supervision are easy prey to the influ- 
ence of evil older minds and eventually become enmeshed in 
a life of crime. 

Now, physicians who profess to know the art of reading 
the human mind will tell you most of the young men in 
prison are mentally sound. If that be so, when these young 
men committed crimes they surprised society by doing the 
unexpected. 

This evening, I would like to call your attention to a 
class of convicts who have done the expected, with due 
notice in advance on their part to the state. 

In the past few years, I have been often assigned by the 
court to defend various young men indicted for the commis- 
sion of the crime of murder. Preparation of these cases for 
trial disclosed that a number of those indicted were morons. 
I am told that in the public school system of greater New 
York City, there are 11,500 children in 582 special or 
ungraded classes. These children are not mentally equipped 
to keep up with their classes in the regular grades. This does 
not mean, however, that they are criminally inclined, because 
it has been proven that most of them take their place in 
society and comport themselves decently. But there are 
exceptions. 
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Here is a typical case of a young colored boy indicted for 
murder, to whose defense I was assigned less than three 
years ago. We will call him Lawrence Johnson. At the 
age of 6, he entered the public school system. He got by the 
first and second grades without much difficulty. He couldn’t 
negotiate the third grade. I called, on his trial, one of his 
teachers as a witness, as well as the school psychologist, whose 
job it was to ascertain the mental ability of children to keep 
up with their classes. Mark you, the psychologist’s job has 
only to do with mental ability, and not legal or moral respon- 
sibility. Both psychologist and teacher admitted that in the 
public school system of New York, teachers frequently 
advanced pupils to classes they were unfit for, to get rid of 
them. Lawrence Johnson was thus advanced to grade 5. 
There he was examined by the school psychologist, who 
testified that in the 5th grade, he had the mental attain- 
ments of a child in the second grade, and he was therefore 
sent to an ungraded or special class. He was still in that 
class at the age of 16 and at that time his mental attain- 
ments were that of a child of 7. 

At the age of 16, he left school. He had arrived at the 
psychological years when new and conflicting emotions opened 
his eyes to a new, strange emotional world. His father and 
mother were separated, and he, forgotten by the State which 
knew he was a moron, and susceptible to the evil influence 
of older minds, found his home, for the most part, on the 
streets. He fell in with two young men about his own age 


who induced him to procure a pistol. With the pistol, he 
and his two companions murdered a man on September 5, 
1935 in a robbery, and escaped. Two weeks later, in Harlem, 
he and his companions murdered another man in a robbery 
and were apprehended. They were indicted for murder in 
the first degree. A young and ambitious prosecutor refused 
to permit the defendants, the oldest of whom was 17, to 
plead guilty to murder in the second degree and thus be 
permanently isolated from society. After a trial that cost 
the State $12,000, the defendants were convicted of murder 
in the first degree, and went to the death house, but a merci- 
ful Governor saved their lives by commutation to life 
imprisonment, which the prosecutor, in the circumstances, 
should have brought about in the first place. 

Had this boy, whose low mentality was known to the 
school authorities been kept under the supervision and con- 
trol of some State agency created for that purpose, the prob- 
abilities are that he would not have become involved in 
crime. 

I am told that the reason that supervision over cases of 
this character is not continued after the student leaves school 
is because no funds are provided for the work. If the 
hundreds of thousands of dollars that the State of New 
York spends in the prosecution of youthful law violators, 
were used for the prevention of crime in instances such as 
this, crime involving juveniles would likely decline, with a 
resultant saving of life and property. 


Government Spending and Business 


HERESIES HOLD FORTH 


By GENERAL HUGH S. JOHNSON, Former Administrator NRA 
Before The Economic Club of New York, Hotel Astor, March 23, 1938 
[STENOGRAPHIC REPORT | 


NE thing—whatever you may say about Franklin 
Roosevelt—and I know many of you say much— 
(laughter )—you must give him credit for this, that 

he awakened this country to the necessity for the majority 
fortunate enough to do so, to take care of the majority who 
are unfortunate—rather of the minority—who are unfortu- 
‘ nate (laughter). But as to that idea—I invented it. There 
isn't any question about that in the minds of many people 
here. But the argument I wish to make is the one Mr. Ker- 
ensky made very eloquently. I don’t want to use that neces- 
sity as an excuse for changing the fundamental principles of 
our political and economic system or to wander on it off into 
some vacuity. That is the curse of our present situation. 
(Applause. ) 

| have two subjects. In one letter from Mr. Ely, I was 
to discuss ““Can Government Spending Stimulate Business ?”’ 
In another “The Outlook for Business.” One subject con- 
trols the other. If the Administration goes back to its original 
policy of a budget balanced by economy, then the outlook for 
business is excellent. If it sticks to the heresy that colossal 
debt is a blessing, drunken-sailor squandering a gift of God 
and high taxes, the way to the more abundant life, then I 
have no subject at all—The Outlook for Business—there 
ain’t any. 

Which will it be? I don’t know. Even since Congress de- 
declared some independence, it didn’t vote any economies. It 


is an astonishing thing to me. In five years the only success - 


the President has had in recovery was on the reverse of the 
spending theory. He went into office thoroughly convinced 





that the only way to break the depression is to restore the 
tremendous impetus of millions of private initiatives seeking 
to launch their money, their intelligence and their effort in 
the hope of making a reasonable gain and keeping a reason- 
able part of it. 

That, I think, was intrinsic in Mr. Kerensky’s speech. 
Along about the time of the Declaration of Independence, 
Adam Smith wrote the Wealth of Nations. At that time 
there was revolt across the Old World against any kind of 
domination, because the world on the economic side was in 
the grip of the so-called mercantile theory, and on the politi- 
cal side it was governed by despotisms of various kinds. The 
whole world was revolting from regimentation because of 
education and advancement. The American Revolution 
walked step by step with the revolution in economics. The 
idea in both politics and economics was that we must free 
the initiatives of everybody. 

Now that resulted in revolution—bloody revolution in 
many places. As frequently results, the pendulum swung 
from the freedom obtained by revolution to what frequently 
happens afterward. Greater despotisms than ever—despot- 
isms in economics, as Mr. Kerensky suggested—economic 
despotisms—controlled by despotisms in politics. The dic- 
tatorship of Napoleon is a precise example then as is the 
dictatorship of Stalin now. But in this country we sat down 
and wrote a charter guaranteeing by a Constitution that both 
political and economic freedom should remain. That, I 


think, is what Mr. Kerensky meant. The speech he made 
here tonight might have been made to you by either Thomas 
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Jefferson or Alexander Hamilton, because the theory was the 
same. (Applause.) 

I recall very well that just as the New Deal came in, a 
gentleman who died in Gary, Indiana, the other day, called 
Dr. Wirt, announced that he had heard rumors in Washing- 
ton that Mr. Roosevelt was only Kerensky, that a Stalin was 
coming later. Dr. Wirt died too soon to have the logic of 
events prove it for him. 

I remember also, that sometime earlier a man died in 
New York whose name was Mr. Shean, and he was one of 
a team called Gallagher and Shean. They devised a little 
formula for discussing various public subjects: “Oh, Mr. 
Gallagher! Oh, Mr. Shean!” On that subject I can only 
paraphrase slightly, “Oh, Mr. Kerensky—Mr. Kerensky— 
you ain’t heard the half of it.”” (Laughter.) 

Mr. Roosevelt in the beginning of 1932 and the start of 
his campaign had no faith in the advice that anything gov- 
ernment could do by some easy magic could equal what could 
be instantly accomplished, if only he could banish over- 
weening caution among 125,000,000 individual Americans. 
He wanted to release their energies and their imaginations 
in the primal urge of every man, which is to produce more 
and to have more—to bulwark the future for himself and 
his dependents. 

Anybody who doubts that should re-read the candidate’s 
great speech before the Commonwealth Club at San Fran- 
cisco. Read the budget speech at Pittsburgh in 1932. There 
he said that “taxes are paid in the sweat of every man who 
labors.” He warned that the rocks that have wrecked too 
many liberal governments have been fiscal heresies of money 
magic—condemned by the political history of the whole 
world. 

He pointed out absolutely necessary reforms in our existing 
system with an almost uncanny clarity. But the distinguish- 
ing element in the 1932 speeches was that, while we pro- 
posed uncompromisingly to cut those cancers out, we did not 
propose to depart one inch from the fundamental principles 
of the economic incentives which had lifted the country im- 
measurably above the levels of the rest of the world—in- 
dividual initiative activated by the hope of individual gain. 

I don’t need to guess about the sincerity of that convic- 
tion. I sat in the councils that outlined that economic pro- 
gram. There for the first time I heard faint pipings of the 
heresies which later supplanted it. In those days, Supreme 
Authority merely laughed them to scorn. 

It was a great and goodly season. I was convinced then 
and I maintain now that the original New Deal, as out- 
lined in the 1932 Democratic platform and campaign, was 
and still remains the true charter of recovery. 

I had no business taking a job in the First New Deal. I 
also had lost mine in the 1929 cataclysm. Nobody was more 
confident than I, that, under the policies then proposed, I 
could get it back. This country was going places. But, hav- 
ing helped to plan some of it, and being so starry-eyed about 
the principles of all of it, it was impossible to reject a re- 
quest to be part of it. 

There has never been a more glorious experience than the 
“Hundred Days”—the gorgeous first few months of the 
First New Deal. We were going fearlessly to write off the 
paralyzing losses of the great. delusion of 1929. We were 
going to liquidate our debts for dead horses. We were to 
convince private initiative that, as the President said, the 
only thing to fear was fear itself. We were to do that by 
a billion dollar cut in the regular expense of government— 
25 per cent, looking toward a balanced budget. We were 
to carry out the most solemn pledge of the campaign, given 
to induce the support of Carter Glass, that there would be 
mo interference with the platform pledge of a sound currency 








at all hazards. Nobody was going to starve but spending 
was to be limited to self-liquidating projects—money safely 
loaned, not money incontinently squandered. 

Lewis Douglas was Director of the Budget. He launched 
himself into that Holy War as into a new Crusade. The 
President and he courageously carried out the budget policy 
to cut 25 per cent in spending. This coupled with inspired 
action in closing the banks and sequestering the private sup- 
ply of gold to maintain the public credit thrilled the country 
with confidence. Stagnation of private business ceased. 

Results were without precedent. The jump in all in- 
dexes—production, prices, employment, carloadings—all were 
the greatest in the shortest period of time in our history. 
There was hardly anybody who did not come to believe that 
a deliverer had been annointed. We were on our way. 

I don’t know exactly what happened in mid-year 1933. I 
was too busy with a bear I had by the tail—or rather an 
eagle which had no tail. But I do know that the voices I 
had heard faintly piping in the 1932 campaign were clearly 
becoming dominant. According to them, economy was a 
mistake. General business trends should be managed by gov- 
ernment. It could be done through a new fiscal necromancy 
—not by balancing but unbalancing the budget. Colossal 
public spending could take up any remaining lag in private 
spending and bring full prosperity at once. 

Debts were not to be liquidated and losses taken. A con- 
trolled credit inflation could blow life back into putrescent 
dead horses. By cutting the gold content of the dollar, all 
prices could be immediately restored to the 1926 level. 

The automatic new control of business was to be a debt 
of between forty and one hundred billion dollars, created by 
federal spending. This was to be forced upon the banks in 
exchange for the savings of the people. Instead of a curse it 
would prove a blessing. “Debts of the government,” says this 
philosophy, “are credits of the people.” The debt can be 
used as a sort of piano keyboard to play under the hand of 
government almost any economic tune desired. When times 
get too good and too much activity results in high national 
revenue, you can sock on heavy taxes and retire part of the 
debt. This restricts bank credit and slows up booms. When 
times get bad, you reverse the process. Increase the debt. 
Force it on the banks. This instantly creates a vast new 
credit and easy money. This in turn pulls a period of re- 
newed prosperity. Like de Lawd in Green Pastures, all gov- 
ernment has to do to control business is to “haul off and 
pass a miracle.” 

This complete reversal of the 1932 policy began to de- 
velop about mid-year 1933. It was not clear and complete 
then. But a disturbing change was clear. Everybody knew 
that King Saul had gone down to Endor to consult the witch. 
Its first symptom, the repudiation of the gold clause in bonds 
—simply stopped the recovery swing of the Hundred Days 
like a stone wall. It never came back again. 

After that, recovery churned up and down. It was again 
encouraged by the overwhelming election of 1936. The coun- 
try confidently expected an “era of good feeling.” All eco- 
nomic indexes pointed up again in early 1937. They also 
were stopped by the revelations of the first half-year that the 
advocates of these heresies were seated more firmly and riding 
harder than ever. The government reorganization bill—the 
court-packing plan—the proposed regimentations of labor, 
and industry by the Black-Connery bill and of agriculture by 
the new AAA bill—the 7 TVAs proposal—insistence on 
spending and business-paralyzing taxes—the general tactics 
of lambasting business as the villain of the plot by practically 
every Administration utterance. 

It stopped the 1937 recovery. As the 1933 recovery had 
been the swiftest and greatest in our history, and had been 
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stopped by a blundering reversal of policy, so the 1937 demon- 
stration of a policy of intensified restriction of initiative and 
reliance on governmental magic—resulted in the sharpest and 
deenest drop in our history. 

The 1937 developments are a piteous tragedy. Why, when 
the President went into office in January, 1937, with an un- 
precedented support of a majority of nearly all classes and 
on a great wave of hope and confidence, he could have led 
this country to almost any heights of recovery. He could have 
had almost any reform within reason and within the tradi- 
tion of our institutions. He could perhaps have gone down 
‘in history as our greatest President save one. 

As it is, the new and unsuspected program of the first 
four months of his second term shocked the country, halted 
our advance, lost him control of the Congress and pushed 
recovery back into an abysmal depression contrary to eco- 
nomic trends in all the rest of the world. He said the other 
day that 5 per cent of the people stopped him. Do you know 
who stopped him? He and about five advisers stopped him- 
self. There are 130,000,000 people in this country. That 
isn’t 5 per cent. That is an infinitesimal decimal of one per 
cent. Political tragedy for him—economic tragedy for us 
all. How can such tremendous shifts in the helm of state be 
explained ? 

For the same reason I think that the repaid recoveries of 
1933 and 1937 were halted by sudden revelations of un- 
suspected policy. The President is like Huck Finn’s father. 
According to Him: “Dey’s two angels hovering roun’ him— 
one is white and shiny ’en totern’s black. De white one 
gits him to go right a little while. Den de black one sail in 
‘en bust it all up. A body can’t tell which one gwyne fotch 
him at de las’.” : 

What is the outlook for business? It depends on which 
angel now “gwyne fotch him at de las’.” Right after inaugu- 
ration, | would have called the little group that were putting 
their ideas over with machine-gun rapidity black angels— 
rather pink, I think. But they are certainly making policy. 
Just now their voices are hardly heard on the hill. Congress 
is beginning to function—without too much pressure either. 
And most of the Senate leaders believe more in the orthodox 
First New Deal of 1932 and much less in more recent 
heresies. 

It is true that the Senate hasn’t done anything to reduce 
spending but it is also true that most of these Senators be- 
lieve that four billion dollars of pump-priming isn’t going 
to make up for the lag of 40 billions in national income. (Ap- 
plause. ) 

Naturally, spending of four billion dollars by government, 
to increase the income of the distressed or unemployed, re- 
sults in that much added spending by the lower income classes 
and to that extent stimulates business. Nobody denies that. 

But the trouble with our economy is not a lag of four 
billion dollars in the established pre-depression measure of 
American business—the condition that was scoffed at today 
as the rule “between 1921 and 1933,” as compared with 
1938. I don’t know how most of you feel but I would like 
to sample a little more of 1926—and, as I recall the New 
Deal magic, it was to restore 1926. Boy, I don’t crave any 
more of 1938! It’s worse than 1929. Our problem is a 
difference between the 80 to 90 billions of production which 
are necessary to absorb the jobless and the 45 to 50 billions 
we are enjoying now. 

We know that with 90 to 100 billions of income, unem- 
ployment will be negligible because we have experienced that, 
in the hated era of 1921—to 1926. But it is becoming clearer 
every day that no amount of possible government spending 
can fill that gap. Unpopular as it is to approve objectives 
and condemn methods, I must say this. The objectives are 


all right—they are faith, hope and charity. But the methods 
are all wrong—they are doubt, despair and hatred. The job 
can be done—but only by releasing the private capital and 
initiative of millions of Americans by a little bit of com- 
mon sense and confidence. 

I think that leading Senators are convinced that such pri- 
vate initiatives cannot possibly be released under the exotic 
policies I have discussed —excessive, punitive and unscientific 
taxation—attempting credit inflation by manipulation of a 
grotesquely mountainous dent—constant kicking around of 
business—continued uncertainty as to whether we remain 
devoted to the fundamentals of a capitalist or profits system 
—or whether we are chasing some Fascist or Communist 
vision of “production for use and not for profit,” and state 
operation of our whole economy. 

The outlook for business depends on one single thing—to 
clear the air of these doubts and to get our feet back on the 
solid ground of the economic experience and wisdom of the 
ages. They do not change. The question of fundamental 
right and wrong does not differ with the years—notwith- 
standing what the President said in Gainesville about 1938 
and 1898—2 plus 2 equalled four in 1898 and 2 plus 2 
equal four now. The necessary clarification of sense from 
magic, | believe, rests largely with the Senate and in my 
observation, the leading Senators do not need any lectures 
on the ancient verities. The real question is whether politi- 
cal pressures and party loyalties will control their economic 
wisdom. 

When I speak of the timidities and cautions that are dam- 
ming up millions of initiatives which, if activated, could add 
the needed forty billions to our national income, I repeat 
that I am not speaking of wealthy men and big money. Big 
money never ceases to earn. In times like these it retreats 
into tax-exempt securities and non-productive investments 
instead of launching the kind of venture needed to restore 
recovery. But, after all, it is a relatively small part of the 
whole. I am not discussing it at all but the far greater pool 
of billions in cash and potential credit which remains idle 
through these massive uncertainties. I am thinking of hun- 
dreds of thousands of small merchants and manufacturers 
who have let their shelves and their stockrooms grow bare 
because they fear what may be around the next corner. I 
am speaking of workers, farmers and even people on relief— 
everybody who has one nickel to rub against another—who 
prefer to wear overcoats another season and get dilapidated 
shoes half-soled rather than to take a dime out of reserves 
against some rainy day. 

This may seem small in each individual case but in the 
bulk of a people of 130,000,000, the combined effect is like 
the drying up of all the millions of grass-root rivulets from 
the Valley of the Rosebud to that of the Red River, whose 
annual discharge goes to make up the great volume of water 
which the Mississippi discharges into the Gulf. 

The revolt of the Little Businessmen in the conference 
with Uncle Danny Roper, which some newspaperman called 
“Snow White and the 700 Dwarfs” should not have been 
as surprising as it was. They depend as much on free adven- 
ture and the capitalist system of gains and profits as their 
biggest brothers. Their philosophies were precisely the same. 
They know what is the matter with them and so does John 
Lewis know what is the matter with labor. In his much 
discussed British broadcast, he said words to the effect that, 
to restore our prosperity, capital must be permitted to gain, 
as well as labor. 

I have been criticized for these views by some former New 
Deal associates in some such way as this: 

“Why are you so concerned with the profits of business? 
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Why don’t you do something about the wages of labor, the 
prices of farmers, and relief for the unemployed ?” 

There you have the typical slant of the Third New Deal. 
They “do something” about this burning misery by pour- 
ing oil on the flames that cause it. 

I began the fight for farm equality in 1921. I fought for 
the great advance in labor in NRA. I organized WPA for 
220,000 unemployed in New York City. And I have no 
such ownership in business as would push me one way or 
the other. In the views I have expressed, my only interest 
is in the unemployed, the worker and the farmer. But I am 
convinced beyond argument that the only way they can be 
relieved is to reactivate this profits economy of ours. It is 
physically impossible for government to relieve them by in- 
ordinate taxing or spending. On the contrary, that kind of 
taxing and spending, coupled with the other policies to which 
they are joined and which I have named—those policies pre- 
vent and will continue to prevent their relief because they 
are the very policies which have partly paralyzed our mil- 
lions of initiatives and prevented restoration of the lost 40 
billions of national income which they must have to be 
happy. 

Yes, government spending can stimulate business—four 
billion dollars worth. But that stimulation, and the burdens 
that go with it, stimulate four billions and restrict forty 
billions. The bet on that philosophy against the ancient doc- 
trines that peopled a howling wilderness of continental ex- 
tent in the shortest period of time to the greatest result in 
the history of the human race—is exactly what those figures 
indicate—about 40-to-4, or 10-to-1. That is the kind of 
horse we’ve been playing. 

That is the trouble with the President’s Gainesville speech. 
He says that his policies help the one-third underprivileged. 
Five years of their operation and 150 years of American 
progress under the true rule go to show that he hasn’t helped 
the underprivileged one-third. These ancient principles are 
their true friend—not his heresies—as these five years of 
their continued suffering have amply proved. 

Would a change back to the orthodox principles of the 
First New Deal restrict the great reforms of this Adminis- 
tration in banking, agriculture, labor or the exchanges? Not 
under a single head. It would rationalize, but not restrict 
them. For the sake or upon the excuse of one, or all of them, 
it is not necessary to abandon the gas that makes our engine 
go—private initiative in the hope of gain. 

It is the fashion to say that there are other countries far 
ahead of ours in social progress. We needed an awakening 
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to our obligations to the less fortunate. But this business 
about European systems which have been kinder to their 
people than ours is a howling joke. I will not go into dreary 
statistics more than to say that with something like 7 per 
cent of the world’s population, our people enjoy from 60 
per cent to 80 per cent of the world’s conveniences, such as 
automobiles, electricity, telephones and radios—favored more 
than 10-to-1 above any people on this globe. Our relative 
consumption of food and necessities surpasses the average of 
the earth by 80 per cent and of our nearest competitors by . 
40 per cent. Our people—130 million—have a purchasing 
power equivalent to that of 500,000,000 Europeans or a 
billion Asiatics. 

Doubtless we can learn irom other countries but not, I 
believe, enough from any to change the essentials of an 
economic and political system which has done so many times 
more for our people than any of those systems have done for 
theirs. Our plan is not perfect, but if we have anything to 
learn from them, the lesson is to let them alone. 

To return to my assigned subjects: 

“Can government spending stimulate business?” The 
answer is—‘Not nearly so much as it can retard business.” 
“What is the outlook for business?” It is precisely the out- 
look for throwing these cock-eyed brainstorms out the win- 
dow and acknowledging the simple principles upon which we 
have grown great. 

Are they being acknowledged at all? By the Administra- 
tion grudgingly. By Congress, which is closer to the people, 
and reflects more accurately their growing convictions—yes 
and much more emphatically and generally than we realize. 

You can see something of this in the whole history of the 
growing Congressional revolt since early 1937. An Adminis- 
tration reflects such change in public opinion, slower than 
Congress but in the end it is bound to follow. 

The most heartening present sign is the tax bill. I be- 
lieve that Senator Harrison will report back a bill that re- 
flects the best accounting and business experience that has 
been put before him. The capital gains and undistributed 
profits tax, if not completely eliminated, will be so emascu- 
lated that nobody can much complain about their restriction 
on initiative. 

I don’t like to pose as a prophet, but I am sure that any 
political government must follow popular opinion. I think 
the dark advising angels are being thrust by the very logic of 
circumstance, like foolish prophets forth, and hence that 
we have turned a corner toward a distinct improvement. 


Education vs. Propaganda 


ARE THEY INCOMPATIBLE? 


By DR. LEVERING TYSON, President of Muhlenberg College and Former Director of the 
National Advisory Council on Radio in Education, at Muhlenberg, April 11, 1938 


youth of today about the world in which we live, a 
problem which seems well nigh insoluble is the ele- 
mentary one of speaking and writing the truth. 

That may seem to be a strange statement to those who 
never knew the day when the word “propaganda” was 
merely an entry in Liddell and Scott’s lexicon. In this year 
of grace 1938, however, there isn’t an educator worth his 
salt who fails to assess and appraise every move he makes for 
fear that he may discover what he believes, or professes, might 


TT: those charged with the responsibility of teaching the 





denote a bias adopted unconsciously because of some deliber- 
ate attempt to direct his reasoning in a direction that will 
benefit someone, or some cause. Things have come to such 
a pass that the educational system of this country will have 
to be on guard constantly or it might be completely under- 
mined by forces which can be let loose by the mechanisms the 
modern world has organized so successfully for a variety of 
purposes, some of which are entirely selfish and many of 
which are entirely reputable. It seems to me that it is part 
of the job of a College such as Muhlenberg to warn its 
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students of the dangers they face in this particular, and the 
subtlety of influences which might do much more than nul- 
lify everything the institution itself will teach them. 

One thing we shall have to watch out for is that, in our 
zeal to overcome this modern dragon, we educators build 
attitudes in youth that might make them impervious to edu- 
cation itself. We do not want a generation of youth schooled 
against the enthusiasm of conviction and belief, who might 
become schooled against proof,—or even worse, schooled 
against belief itself. Young people in this country need to 
be taught not how to keep from believing in anything, not 
how to keep from being enthusiastic about anything; not 
how to keep from having faith in anything ;—but need badly 
to see that there are reliable and dependable ways of arriving 
at beliefs; that intelligent people can come enthusiastically 
to hold valid beliefs; that intelligent and cultured people do 
hold beliefs and faiths and manifest enthusiasm for them with- 
out losing standing in the eyes of other intelligent people; 
and that these people advocate belief in what they believe 
without selfish or ulterior motives. 

‘Throughout history the distribution of intelligence rela- 
tively has been a simple process until comparatively recently. 
‘This may seem paradoxical when we realize to what a large 
extent the means for such distribution have been developed 
in the last few decades. Yet it is perfectly obvious today that 
the spectacular perfection of means of communication has 
intensified rather than simplified the problem of such distri- 
bution, not on the quantitative side certainly, but from the 
standpoint of quality and reliability. We are prone to forget 
that prior to the invention of movable type most instruction 
vas carried on by word of mouth. Famous and successful 
teachers of the past whose power is still felt in the world, 
spoke to hundreds, and occasionally to thousands. Today 
efforts are made successfully to influence the thinking of mil- 
lions. To reach whole nations and populations is a common 
objective. I think it was Aristotle who said that no state 
should be so large that its farthest boundary could not be 
reached by the sound of the Herald’s Horn. We can not, 
like the Athenians, assemble at the foot of the Acropolis 
and deliberate on our affairs; but one reason for the failure 
of our leadership at times has been the absence of adequate 
and prompt means of communicating reliable information to 
the masses of our people. Now in these modern mechanical 
appliances we have our herald’s horn to reach the farthest 
limits of our nation. They must be used to inform the intelli- 
gence of our people, never to impose on it. 

By this time you will suspect that as an educator I am 
jittery about propaganda. In all frankness I will say that I 
believe all thinking people are in exactly that state of mind 
over what they read and over what they see and over what 
they hear. They have reason to be, even though it is appar- 
ent to everyone that today it is necessary to use everv legiti- 
mate and reputable means to accomplish a praiseworthy end. 
What excites concern is that the same instruments are 
emploved for sincere purposes as for those that are repre- 
hensible. Worst of all, the effects of either are so immediate 
that results are achieved before normal processes of intelli- 
gence and ordinary discrimination have an opportunity to 
function. If the instruments for the distribution of intelli- 
gence would be used only by persons who employ them con- 
scientiously there is little likelihood that anyone would 
quarrel over results: but when the demagogue or the charla- 
tan seizes them to further his own ends with little regard for 
truth—therein lies the gravest danger to the intellectual life, 
the well-being and the happiness of all of us. If every effort 
to influence the public that is not in the public interest could 
be killed by the light of pitiless publicity and analysis— 
which might have been possible at one stage of the world’s 









history and might, conceivably be possible sometime in the 
future—there would be little cause for alarm. Unfortunately 
except in the most obvious cases there is no reliable method 
for detecting and discriminating between good and bad 
propaganda without painstaking and lengthy analysis,—for 
propaganda as such carries no label at all. 

About twenty-five years ago one of my professors at 
Columbia, Judge John Bassett Moore, the eminent inter- 
nationalist, made a statement in one of his lectures that I 
have never forgotten. He said in effect that we have come 
indiscriminately to attach a sinister significance to all efforts 
to promote and diffuse ideas simply because a series of. his- 
torical vicissitudes resulted in the use of the expression “propa- 
ganda” itself. For it is perfectly well-known that in many 
other countries this word does not have the sinister signifi- 
cance we in America attach to it. It is not regarded as a 
questionable act of deceit, but as an important function in 
the clarifying and rectifying process, an act done in the open, 
in the light of day, and often with a certain liveliness of tem- 
perament that comes from the conviction of defending the 
truth. It typifies the development of accepted theory, the 
method by which institutions function; the scope of certain 
general aims; the reality of certain facts. It is argued that it 
does not aim to deceive at all, but rather to explain and to 
persuade. This is the attitude toward “propaganda” in fascist 
and communist countries. It is part of their credo that they 
should take advantage of propaganda and that they should 
avail themselves of it whenever the necessity or even the 
opportunity arises. The word itself figures officially and 
publicly in the governmental organization of these countries, 
as for example the Bureau of Press and Propaganda in Italy, 
which is one of the most active branches of the government. 
Perhaps propaganda which can be readily recognized, such 
as that disseminated by these countries, is the least dangerous 
variety for that very reason, sinister as its purpose may be. 
The real peril comes when in countries like our own, where 
we have traditions of free speech, we see the privilege abused 
by those who, for the sake of achieving their own selfish ends, 
will prostitute without hesitation the intellectual heritage 
of the very nation itself. 

There are plenty of examples of what I mean occurring 
every day. For many decades national administrations in 
Washington have sought to organize the means of distribut- 
ing information about the Government’s program, whether 
that government be Republican or Democratic. Yet in the 
Hoover and Roosevelt administrations, particularly in the 
latter we have seen the familiar processes available for this 
purpose brought to a degree of perfection never before 
dreamed of. On the other hand recently the partisan opposi- 
tion to anything President Roosevelt proposes, whether 
really in the interest of good government or not, who can 
tell, has been so obvious that in the case of the Reorganiza- 
tion Bill, even an outstanding critic of the administration 
like Walter Lippmann, was moved to point out how unintel- 
ligent were the blindly propagandistic activities of this oppo- 
sition. For while as he says they may be “many real reasons 
for curtailing President Roosevelt’s personal authority . . . 
it is not necessary, even if it were desirable, to draw upon 
reasons that are not supported by the facts.” 

The most spectacular means of propaganda are well known 
to all of you. When Gutenberg and Caxton were fussing 
around with the invention of movable type a few centuries 
ago, I suspect they did not anticipate the social effects of that 
invention. They could not realize then the dynamic social 
power the wide distribution of printed material would 
unleash in the twentieth century by means of the cheap book, 
the newspaper, the tabloid and the pulp magazine. I wonder 
whether anticipation of these modern results would have 
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deterred them. You know also that the sound motion pic- 
tures, as a form of entertainment, creates and controls in 
more ways than the man in the street realizes, our attitudes 
toward social phenomena, and is a’ powerful propaganda 
instrument when turned in any given direction. Radio broad- 
casting is the latest of these instruments the wide utilization 
of which is just emerging from its early formative stages. 
Yet a few years ago one of the scientists responsible for the 
perfection of the broadcasting process told me personally that 
he and those associated with him, when they saw the perni- 
cious uses to which this instrument was put, sometimes wished 
they had thrown all their apparatus into the Atlantic Ocean. 
The war for the use of the air for propaganda purposes has 
been waging for years. It has not been a spectacular battle, 
for armies and navies and air fleets have remained out of this 
combat. But let me remind you that a few years ago the 
Austrian revolutionists seized the national transmitter in 
Vienna half an hour before they shot Dollfuss. When the 
Nazis recently took over Austria, the first knowledge, and 
for a time the only knowledge, the people had of: events, 
came to them from their loud speakers. In the Italo-Ethio- 
pian imbroglio a few years back the first sanction invoked was 
a refusal of international broadcasting privileges to Italy! 
Today the contest for control of air passage to the Orient, 
to the Levant, to Africa, and to south America, is as keen 
a fight as Salamis or Trafalgar. The dependence on broad- 
casting of the major political parties in national compaigns 
in this country is well-known. The importance of technique 
is apparent when it is realized that in spite of the heavy 
opposition of most of the press of the country, Mr. Roosevelt 
carried the last election even though the Republican National 
Committee used exactly twice as much air time as did their 
opponents. In this instance, the successful candidate was an 
excellent performer before the microphone; Mr. Landon was 
notoriously ineffective. Hitler and Mussolini both have what 
the broadcasting professional calls “Microphone It”. 

I could quote statistics to show the enormous scope of the 
press because of the increased use of newsprint, the swollen 
volume of particular types of periodicals and pamphlets, the 
unbelievably large attendance records in motion picture 
theatres, or the wide distribution of radio receivers. There 
are nearly 30,000,000 homes now equipped with loud speak- 
ers,—more homes than have telephones, automobiles or elec- 
tricity. But statistics merely indicate the spread of the means 
of distributing intelligence, as contrasted with the voice of 
the orator, or of the teacher, or with the herald’s horn. 

As president of your College and a believer in the ideals 
of the liberal arts institution, I repeat that we at Muhlen- 
berg have a responsibility to warn you of the dangers of 
subversive influences and, if it be possible, to teach you how 
to detect and to analyze propaganda. It seems to me that 
this is at the basis of the educative process and that there 
are no short cuts. For in our complex civilization almost 
everything is touched by propaganda of one form or another. 
This College itself was founded as an instrument of propa- 
ganda. I am propagandizing this morning as I issue this 
warning to you. The preacher in his pulpit, the lecturer in 
his auditorium, the professor in his classroom, the cheerleader 
on the football field, all are open to the charge of propa- 
gandizing because of the uncomfortable feeling that has 
grown up about any process involving exhortation. 

It is not easy for me to tell you how you can detect and 
analyze propaganda, for no set rules can, as yet, be estab- 
lished. But I believe a liberal arts college at this stage, can 
discharge a large part of its obligation to its students in this 
regard by attempting to teach them to recognize the com- 
plexity of the life they will enter on graduation, to know our 
institutions, to know human beings and how and why they 





function, to know our history, to understand sociological and 
group formations, to discriminate between what is basically 
right and basically wrong, to understand the relationship of 
things to each other, to make decisions on the basis of reason 
and not of emotion. It seems to me that it is important that 
the principle of dealing with this problem be established and 
that the existence of the problem itself be recognized imme- 
diately and admitted frankly. In a Utopian America every 
citizen in the democracy will be able to come to a decision 
about his own affairs on the basis of reason. Unfortunately 
our Utopia isn’t here as yet, and our life is so involved that 
all of us can not hope to get a complete knowledge of every- 
thing that concerns us or of everything on which we are 
asked as citizens in a democracy to render a decision. The 
individual needs a chance to exercise his judgment. We are 
trying, at Muhlenberg, to give you the kind of an educa- 
tion that will enable you to understand what a national 
problem bad propaganda is. If we are good propagandists 
ourselves, and are convinced that we have a sound cause that 
unites public interest with the interest we represent as a 
Christian College, we shall discharge a heavy part of our 
responsibility to you by so doing. That is why the College 
has continued successfully over the years to offer the kind 
of education its curriculum has afforded to succeeding gener- 
ations of students. I believe the present American under- 
graduate possesses a large measure of common sense which 
suggests that he listen with calm and ironic indifference to 
what our French cousins call “Bourrage de crane,” the 
English equivalent of which is “brain stuffing’,—or as Al 
Smith would put it “baloney”. 

In our modern society freedom of the individual moves 
progressively toward public trusteeship as one undertakes to 
use the powerful instruments science has put into man’s 
hands. Today we subject the most vital things in life to the 
reliability of a machine and the conscience of the man who 
operates it. We have had our campaign to establish “truth 
in advertising” and we have erected a Federal Trade Com- 
mission to enforce standards if that be necessary. But we 
must not lose sight of the fact that in America in the last 
analysis freedom of propaganda is one of the civil liberties 
under our Bill of Rights, taking its place with freedom of 
speech, freedom of the press, and other fundamental liberties. 
Freedom of thought, of speech, and of publication by press 
or picture consists of the liberty to think, to say and to pub- 
lish what officials of the government might consider untrue. 
The moment you get to the point where the liberties are 
reduced to the right to think, speak and publish ‘the truth”, 
with the government as the only arbiter of what is true or 
false, that moment these liberties vanish into thin air. We 
still must determine how we are going to safeguard traffic 
in human intelligence. 

We know that all the mechanical instruments I have men- 
tioned can serve us well. In this world of material things, 
isn’t the most important “thing’’, after all, the kind of men 
we really are? If organization and invention and specializa- 
tion debilitate the character of human beings and eat into 
the fiber of their aspirations, then these machines cease to 
be of real service and we would be far better off if they 
would be discarded. In an age when every American wears 
the same kind of clothes, reads the same comic strips, is 
indoctrinated with the same catch words, sings the same 
songs, it is increasingly difficult to find independence of 
judgment and willingness to develop ideas, to maintain ideals 
and to assume leadership that we hope you will get from 
your training at this College. In the midst of this multi- 
plicity of things that serve you, we hope you will develop a 
sense of this larger civic duty, an ample consciousness of 
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ability, and ideal of sheer intellectual courage, and a sense 
of the importance in the world today of human beings who 


- . 
have immortal souls. 


You can acquire no greater value than this from your 
education,—this development of the individual in the midst 
of this world of material things. Our function as a College 
is to make men masters of these material agents, to develop 
men free in spirit to make their own choices, and to make 
men possessed of the intelligence and the courage to make 
the right choices. 

Strictly speaking education and propaganda are incom- 
patible. In considering every one of our social problems, for 
example, we are faced with a number of choices. As possible 
or potential lines of conduct we may consider them all; as 
an actual line of action we can choose but one. While that 


choice is being made—and all of us who are unwilling to 
remain on the sidelines of life must make that choice— 
propaganda and education play their part. Propaganda urges 
or dictates one particular choice. Education on the contrary 
counsels a skeptical attitude toward all, with a final decision 
in favor of that possibility which by its own weight tips the 
scale. Almost invariably we must act upon imcomplete 
knowledge of the choices open and the contingencies attend- 
ing them. The margin between the many possible lines of 
conduct and the one final course of action is, from every 
point of view, generally a narrow one. Nevertheless, it is 
clearly the duty of the educator both to advocate and ex- 
emplify, in so far as he humanly can, the wisdom of de- 
liberation in that interval and to provide the means by which 
such deliberation is made possible. 


eqe e 
Stabilizing Employment 
WHAT THE GOVERNMENT CAN DO 
By GERARD SWOPE, President, General Electric Company 


Over the Mutual Broadcasting 


HIS subject covers a broad field and it is impossible 

to do it justice in the limited time at my disposal. It 

is a subject of great importance and one in which I 
have long been interested. Rather than try to cover too 
large a field superficially, I am going to confine my remarks 
to two specific suggestions, where I believe the government 
can assist in stabilizing employment. 

The primary responsibility for stabilizing employment is 
on business and industry, but the government can retard it 
by unwise and punitive legislation and, on the other hand, 
can do much to stimulate and encourage stabilization. 

1 believe wholeheartedly in the need for Social Security 
legislation, and am in particular accord with the section 
covering old-age benefits, which I think today stands as a 
great forward-looking and constructive achievement of this 
Administration. 

In initiating such legislation, the United States is not 
embarking on uncharted seas; almost all countries in Europe 
have had old-age benefits for their workers for many years, 
and on a contributory basis, that is supported by approxi- 
mately equal contributions by the employee, the employer 
and the government. In this country, I think the burden 
is correctly placed, with joint and equal contributions by 
employee and employer; it is uniform throughout the states 
in its applications and in its interpretations. In my opinion, 
certain improvements can be made to liberalize and extend 
this law, but these changes would not affect the fundamental 
principles. When the plan becomes fully effective, it will 
greatly alleviate the problem of the older man seeking work 
in industry. When these provisions for old age are in full 
effect, the question of age of an employee will be secondary 
from the standpoint of the employer, it will simply be a 
question of the man’s physical wellbeing, his skill and ability 
to perform the work. This will help largely in stabilizing 
work for the older man and give him a feeling of greater 
security and assurance that there is useful work for him to do. 

But the unemployment provisions of the Social Security 
Law are entirely different from those in the old-age section. 
Here the laws, if enacted at all, are enacted by the different 
states and may be quite different in character, although all 
have to be approved by the Social Security Board in Wash- 
ington as satisfying certain fundamentals. Unemployment 
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compensation, at best, can only ameliorate the difficult and 
tragic circumstances of unemployment. The constructive 
thing to do, in every industry possible, is to stabilize employ- 
ment, to give a guarantee of employment or a minimum 
annual wage. This the law, as it is enacted today in most 
of the states, fails to encourage—notwithstanding the fact 
that the first state to introduce unemployment compensa- 
tion recognized the necessity of encouraging the employer 
to stabilize employment, by incorporating in its law that 
the employer’s tax would be reduced if he lessened unemploy- 
ment. This is the State of Wisconsin, whose law went into 
effect on July 1, 1933 and is still in effect. Some states have 
followed the example of Wisconsin and others have done 
so tentatively, saying they will study the question and if 
certain employers decrease unemployment, or stabilize em- 
ployment, a reduction in the tax of those employers will be 
recommended. But other states, notably my own of New 
York, make no provision for this. The worst and best 
employers, the most difficult and easiest industries to stabil- 
ize, are treated exactly the same. The maximum tax is col- 
lected from all alike and put in a common fund; if one com- 
pany, or one industry, has no unemployment whatsoever, it 
pays the same tax as another company or industry where 
unemployment is excessive. 

If it is the desire of government to encourage industry 
and business to stabilize employment, this section of the law 
does not accomplish the purpose, indeed it beclouds the issue. 
An employer in a hazardous industry must bear the burdens 
of those hagards, under the Workmen’s Compensation Law; 
and, similarly, a company or industry with irregular employ- 
ment should bear the burden of unemployment by paying 
a higher tax than that company or industry where employ- 
ment is more stable. The increased costs of the more hazard- 
ous industries and those with irregular employment, would 
then be reflected in the cost of their products and included 
in the price society must pay if it uses the products of that 
industry. The result of the law as it now stands is to increase 
the costs in a business or industry where there may be no 
unemployment; therefore, the burden is a vicarious one, being 
borne by all businesses and industries, whether difficult or 
relatively easy to stabilize. 

It seems to me one of the most obvious and most construc- 
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tive things the government—federal and state—could do 
would be to offer encouragement and incentive to industries 
and employers to stabilize employment, or give assurance of 
a minimum annual wage, by providing that the tax they have 
to pay toward unemployment compensation will be reduced 
in line with their success in stabilizing employment. 

I want to make this point as clear as I can and therefore 
will give a specific instance. In the General Electric Com- 
pany, during the most difficult period of the depression— 
from the beginning of 1931 through 1936— in certain parts 
of the Company, with thousands of employees and payrolls 
amounting to upwards of $15,000,000, we gave a minimum 
guarantee of employment, or guaranteed a minimum annual 
wage to the employees. As no provision was made in the 
law to encourage such guarantees, these plans were discon- 
tinued. 

One other point—as I said before, the old-age provisions 
are based upon joint and equal contributions from employee 
and employer, but in the unemployment compensation, in 
many states the employee makes no contribution. To my 
mind, the greatest benefits will be derived if these contri- 
butions are made by both the employer and the employee. Many 
contend that the contributions should be joint and equal, as 
under the old-age provisions, but to me recognition of the 
fundamental of carrying this burden together is more impor- 
tant than the proportion in which it is borne. A number of 
the states have recognized this, in varying proportions, but 
here again the great Empire State of New York places the 
entire burden upon the employer. 

I approach this not primarily to reduce the amount the 
employer-shall pay. I would see no objection, if found neces- 
sary, to the employer’s contribution remaining as it is, but 
the employee should also contribute—which would increase 
the amount available for benefits. The important thing, it 
seems to me, is to have the employee vitally interested in 


this, especially in our country where we want to continue 
and perpetuate the responsibility of the individual citizen 
and encourage him to make suggestions and criticisms of the 
way things in our democracy are conducted. If the employee 
makes no contribution to the support of the plan, he will 
merely accept what is given to him, and never give any 
thought or make any suggestions as to how unemployment 
can be avoided, or reduced. But if he, also, contributes, then 
he will feel he has a direct interest, will give thought to it, 
make suggestions and look much more critically, intelligently 
and constructively upon the administration of the plan. 

In my own experience, our employees have given us many 
valuable suggestions for improvements in our plans, and 
particularly great assistance in their administration. I have 
never heard one word of criticism or complaint from the 
employees who have borne a portion of the cost of unem- 
ployment compensation. The workers have been perfectly 
willing to contribute from their earnings to help their asso- 
ciates who were less fortunate than themselves. Indeed, 
long before unemployment compensation was considered in 
our Company, or in this country, the workers in one of our 
plants voted to tax themselves a certain portion of their 
earnings—with no request that the Company share the bur- 
den—and these funds were used for the assistance of their 
associates who were out of work and in need. 

These are two fundamental points; first, to have industry, 
or the employer, know that the tax burden is going to be 
lessened if it reduces unemployment and stabilizes employ- 
ment; and second, stimulate the employee’s active interest 
by having him bear a portion of the cost. Here is an oppor- 
tunity for constructive work on the part of the government, 
to promote stabilization of employment by encouraging em- 
ployers and employees to direct their attention to methods 
for stabilizing employment, and come nearer to the ideal 
of a minimum annual wage for every employee. 


Fireside Chat 


PLANS FOR RECOVERY 


By PRESIDENT FRANKLIN D. ROOSEVELT 
Radio Broadcast April 14, 1938 


IVE months have gone by since I last spoke to the 
people of the nation about the state of the nation. 

I had hoped to be able to defer this talk until next 
week because, as we all know, this is Holy Week. But what 
I want to say to you, the people of the country, is of such 
immediate need and relates so closely to the lives of human 
beings and the prevention of human suffering that I have 
felt that there should be no delay. 

In this decision I have been strengthened by the thought 
that by speaking tonight there may be greater peace of mind 
and the hope of Easter may be real at firesides everywhere, 
and that it is not inappropriate to encourage peace when so 
many of us are thinking of the Prince of Peace. 

Five years ago we faced a very serious problem of eco- 
nomic and social recovery. For four and a half years that 
recovery proceeded apace. It is only in the past seven months 
that it has received a visible setback. 

And it is only within the past two months, as we have 
waited patiently to see whether the forces of business itself 





would counteract it, that it has become apparent that gov- 
ernment itself can no longer safely fail to take aggressive 
government steps to meet it. 

This recession has not returned us to the disasters and 
suffering of the beginning of 1933. Your money in the bank 
is safe; farmers are no longer in deep distress and have 
greater purchasing power; dangers of security speculation 
have been minimized; national income is almost 50 per cent 
higher than in 1932, and government has an established and 
accepted responsibility for relief. 

But I know that many of you have lost your jobs or have 
seen your friends or members of your families lose their 
jobs, and I do not propose that the government shall pre- 
tend not to see these things. 

I know that the effect of our present difficulties has been 
uneven; that they have affected some groups and some lo- 
calities seriously, but that they have been scarcely felt in 
others. But I conceive the first duty of government is to 
protect the economic welfare of all the people in all sections 
and in all groups. 
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I said in my message opening the last session of Congress 
that if private enterprise did not provide jobs this Spring, 
government would take up the slack—that I would not let 
the people down. We have all learned the lesson that gov- 
ernment cannot afford to wait until it has lost the power 
to act. 

Therefore, I have sent a message of far-reaching impor- 
tance to the Congress. I want to read to you tonight certain 
passages from that message, and to talk with you about them. 

In that message I analyzed the causes of the collapse of 
1929 in these words: “Overspeculation in and overproduction 
of practically every article or instrument used by man. * * * 
Millions of people had been put to work, but the products 
of their hands had exceeded the purchasing power of their 
pocketbooks. * * * Under the inexorable law of supply and 
demand, supplies so overran demand which would pay that 
production was compelled to stop. Unemployment and closed 
factories resulted. Hence the tragic years from 1929 to 
1933.” 

[ pointed out to the Congress that the national income— 
not the government’s income but the total of the income of 
all the individual citizens and families of the United States— 
every farmer, every worker, every banker, every professional 
man and every person who lived on income derived from in- 
vestments—that national income amounted, in the year 1929, 
to eighty-one billion dollars. By 1932 this had fallen to 
thirty-eight billion dollars. Gradually, and up to a few 
months ago, it had risen to a total of sixty-eight billion dol- 
lars—a pretty good come-back from the low point. 

I then said this to the Congress: 

“But the very vigor of the recovery in both durable goods 
and consumers’ goods brought into the picture early in 1937 
certain highly undesirable practices, which were in large part 
responsible for the economic decline which began in the later 
months of that year. Again production outran the ability to 
buy. 

“There were many reasons for this overproduction. One 
was fear—fear of war abroad, fear of inflation, fear of 
nation-wide strikes. None of these fears has been borne out. 

“ * * * Production in many important lines of goods 
outran the ability of the public to purchase them. For ex- 
ample, through the Winter and Spring of 1937 cotton fac- 
tories in hundreds of cases were running on a three-shift 
basis, piling up cotton goods in the factory and in the hands 
of middlemen and retailers. 

“For example, also, automobile manufacturers not only 
turned out a normal increase of finished cars but encouraged 
the normal increase to run into abnormal figures, using every 
known method to push their sales. This meant, of course, 
that the steel mills of the nation ran on a twenty-four-hour 
basis, and the tire companies and cotton factories speeded up 
to meet the same type of abnormally stimulated demand. 
The buying power of the nation lagged behind. 

“Thus by the Autumn of 1937 the nation again had 
stocks on hand which the consuming public could not buy 
because the purchasing power of the consuming public had 
not kept pace with the production. 

“During the same period * * * the prices of many vital 
products had risen faster than was warranted. * * * In the 
case of many commodities the price to the consumer was 
raised well above the inflationary boom prices of 1929. In 
many lines of goods and materials prices got so high that 
buyers and builders ceased to buy or to build. 

“ * * * The economic process of getting out the raw 
materials, putting them through the manufacturing and fin- 
ishing processes, selling them to the retailers, selling them 





to the consumer, and finally using them, got completely out 
of balance. 

“* * * The laying off of workers came upon us last 
Autumn and has been continuing at such a pace ever since 
that all of us, government and banking and business and 
workers, and those faced with destitution, recognize the need 
for action.” 

All of this I said to the Congress today and I repeat to 
you, the people of the country tonight. 

I went on to point out to the Senate and the House of 
Representatives that all the energies of government and 
business must be directed to increasing the national income, 
to putting more people into private pobs, to giving security 
and a feeling of security to all people in all walks of life. 

I am constantly thinking of all our people—unemployed 
and employed alike—of their human problems of food and 
clothing and homes and education and health and old age. 
You and I agree that security is our greatest need—the 
chance to work, the opportunity of making a reasonable profit 
in our business—whether it be a very small business or a 
larger one—the possibility of selling our farm products for 
enough money for our families to live on decently. I know 
these are the things that decide the well-being of all our 
people. 

Therefore, I am determined to do all in my power to 
help you attain that security and because I know that the 
people themselves have a deep conviction that secure pros- 
perity of that kind cannot be a lasting one except on a basis 
of business fair dealing and a basis where all from top to 
bottom share in prosperity, I repeated to the Congress today 
that neither it nor the Chief Executive can afford to weaken 
or destroy great reforms which, during the past five years, 
have been effected on behalf of the American people. In our 
rehabilitation of the banking structure and of agriculture, in 
our provisions for adequate and cheaper credit for all types 
of business, in our acceptance of national responsibility for 
unemployment relief, in our strengthening of the credit of 
State and local government, in our encouragement of hous- 
ing, slum-clearance and home ownership, in our supervision 
of stock exchanges and public utility-holding companies and 
the issuance of new securities, in our provision for social se- 
curity, the electorate of America wants no backward steps 
taken. 

“We have recognized the right of labor to free organiza- 
tion to collective bargaining; and machinery for the handling 
of labor relations is now in existence. The principles are 
established even though we can all admit that, through the 
evolution of time, administration and practices can be im- 
proved. Such improvement can come about most quickly 
and most peacefully through sincere efforts to understand 
and assist on the part of labor leaders and employers alike. 

“The ever-increasing evolution of human society will 
doubtless bring forth new problems which will require new 
adjustments. One immediate task is to consolidate and main- 
tain the gains achieved. 

“In this situation there is no reason and no occasion for 
any American to allow his fears to be aroused or his energy 
and enterprise to be paralyzed by doubt or uncertainty.” 

I came to the conclusion that the present-day problem calls 
for action both by the government and by the people, that 
we suffer from a failure of consumer demand because of lack 
of buying power. It is up to us to create an economic upturn. 

“How and where can and should the government help to 
start an upward spiral ?” 

I went on to propose three groups of measures and I will 
summarize the recommendations. 
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First, I asked for certain appropriations which are intended 
to keep the government expenditures for work relief and 
similar purposes during the coming fiscal year at the same 
rate of expenditure as at present. 

That includes additional money for the Works Progress 
Administration, additional funds for the Farm Security Ad- 
ministration, additional allotments for the National Youth 
Administration and more money for the Civilian Conserva- 
tion Corps, in order that it can maintain the existing num- 
ber of camps now in operation. 

These appropriations, made necessary by increased unem- 
ployment, will cost about a billion and a quarter more than 
the estimates which I sent to the Congress on the 2nd of 
January. 

Second, I told the Congress that the Administration pro- 
poses to make additional bank reserves available for the credit 
needs of the country. About one billion, four hundred mil- 
lion dollars of gold now in the Treasury will be used to pay 
these additional expenses of the government, and three- 
quarters of a billion dollars additional credit will be made 
available to the banks by reducing the reserves now required 
by the Federal Reserve Board. 

These two steps taking care of relief needs and adding 
to bank credits are, in our judgment, insufficient by them- 
selves to start the nation on a sustained upward movement. 

Therefore, I came to the third kind of government action 
which I consider to be vital. I said to the Congress: 

“You and I cannot afford to equip ourselves with two 
rounds of ammunition where three rounds are necessary. If 
we stop at relief and credit, we may find ourselves without 
ammunition before the enemy is routed. If we are fully 
equipped with the third round of ammunition, we stand 
to win the battle against adversity.” 

The third proposal is to make definite additions to the 
purchasing power of the nation by providing new work over 
and above the continuing of the old work. 

First, to enable the United States Housing Authority to 
undertake the immediate construction of about $300,000,000 
of additional slum clearance projects. 

Second, to renew a public works program by starting as 
quickly as possible about $1,000,000,000 worth of needed 
permanent public improvements in States, counties and cities. 

Third, to add $100,000,000 to the estimate for Federal 
aid highways in excess of the amount recommended in Janu- 
ary. 

Fourth, to add $37,000,000 over and above the former 
estimate of $63,000,000 for flood control and reclamation. 

Fifth, to add $25,000,000 additional for Federal buildings 
in various parts of the country. 

In recommending this program I am thinking not only 
of the immediate economic needs of the people of the nation, 
but also of their personal liberties—the most precious pos- 
session of all Americans. I am thinking of our democracy 
and of the recent trend in other parts of the world away 
from the democratic ideal. 

Democracy has disappeared in several other great nations, 
not because the people of those nations disliked democracy, 
but because they had grown tired of unemployment and in- 
security, of seeing their children hungry while they sat help- 
less in the face of government confusion, government weak- 
ness, through lack of leadership in government. Finally, in 
desperation, they chose to sacrifice liberty in the hope of 
getting something to eat. 

We in America know that our own democratic institu- 
tions can be preserved and made to work. But in order to 
preserve them we need to act together, to meet the problems 
of the nation boldly and to prove that the practical operation 









of democratic government is equal to the task of protect- 
ing the security of the people. 

Not only our future economic soundness, but the very 
soundness of our democratic institutions depends on the de- 
termination of our government to give employment to idle 
men. 

The people of America are in agreement in defending 
their liberties at any cost, and the first line of that defense 
lies in the protection of economic security. Your Govern- 
ment, seeking to protect democracy, must prove that gov- 
ernment is stronger than the forces of business depression. 

History proves that dictatorships do not grow out of strong 
and successful governments, but out of weak and helpless 
ones. If by democratic methods people get a government 
strong enough to protect them from fear and starvation, 
their democracy succeeds; but if they do not, they grow im- 
patient. Therefore, the only sure bulwark of continuing 
liberty is a government strong enough to protect the inter- 
ests of the people, and a people strong enough and well 
enough informed to maintain its sovereign control over its 
government. 

We are a rich nation; we can afford to pay for security 
and prosperity without having to sacrifice our liberties into 
the bargain. 

In the first century of our Republic we were short of 
capital, short of workers and short of industrial production, 
but we were rich in free land, free timber and free mineral 
wealth. The Federal Government rightly assumed the duty 
of promoting business and relieving depression by giving sub- 
sidies of land and other resources. 

Thus, from our earliest days we have had a tradition of 
substantial government help to our system of private enter- 
prise. 

But today the government no longer has vast tracts of 
rich land to give away and we have discovered that we must 
spend large sums to conserve our land from further erosion 
and our forests from further depletion. The situation is 
also very different from the old days, because now we have 
plenty of capital, banks and insurance companies loaded with 
idle money; plenty of industrial productive capacity and 
several millions of workers looking for jobs. 

It is following tradition as well as necessity, if govern- 
ment strives to put idle money and idle men to work, to 
increase our public wealth and to build up the health and 
strength of the people—and to help our system of private 
enterprise to function. 

It is going to cost something to get out of this recession 
this way, but the profit of getting out of it will pay the cost 
several times over. 

Lost working time is lost money. Every day that a work- 
man is unemployed, or a machine is unused, or a business 
organization is marking time, is a loss to the nation. Be- 
cause of idle men and idle machines this nation lost one 
hundred billion dollars between 1929 and the Spring of 1933. 
This year you, the people of this country, are making about 
twelve billion dollars less than last year. 

If you think back to the experiences of the early years of 
this Administration, you will remember the doubts and fears 
expressed about the rising expenses of government. But to 
the surprise of the doubters, as we proceeded to carry on the 
program which included public works and work -relief, the 
country grew richer instead of poorer. 

It is worth while to remember that the annual national 
people’s income was thirty billion dollars more in 1937 than 
in 1932. It is true that the national debt increased sixteen 
billion dollars, but remember that in this increase must be 
included several billion dollars worth of assets which eventu- 
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ally will reduce that debt, and that many billion dollars of 
permanent public improvements, schools, roads, bridges, tun- 
nels, public buildings, parks and a host of other things, meet 
your eye in every one of the 3,100 counties in the United 
States. 

No doubt you will be told that the government spending 
program of the past five years did not cause the increase in 
our national income. They will tell you that business re- 
vived because of private spending and investment. 

‘That is true in part, for the government spent only a small 
part of the total. But that government spending acted as a 
trigger to set off private activity. That is why the total ad- 
dition to our national production and national income has 
been so much greater than the contribution oi the govern- 
ment itself. 

In pursuance of that thought I said to the Congress today: 

“IT want to make it clear that we do not believe that we 
can get an adequate rise in national income merely by invest- 
ing, lending or spending public funds. It is essential in our 
economy that private funds be put to work and all of us 
recognize that such funds are entitled to a fair profit.” 

As national income rises, “let us not forget that govern- 
ment expenditures will go down and government tax receipts 
will go up.” 

The government contribution of land that we once made 
to business was the land of all the people. And the gov- 
ernment contribution of money which we now make to busi- 
ness ultimately comes out of the labor of all the people. It 
is, therefore, only sound morality, as well as sound distribu- 
tion of buying power, that the benefits of the prosperity 
coming from this use of the money of all the people should 
be distributed among all the people—at the bottom as well 
as at the top. : 

Consequently, I am again expressing my hope that the 
Congress will enact at this session a wage-and-hour bill put- 
ting a floor under industrial wages and a limit on working 
hours—to ensure a better distribution of our prosperity, a 
better distribution of available work, and a sounder distri- 
bution of buying power. 

You may get all kinds of impressions in regard to the 
total cost of this new program, or in regard to the amount 
that will be added to the net national debt. 

It is a big program. Last Autumn in a sincere effort to 
bring government expenditures and government income into 
closer balance, the budget worked out called for sharp de- 
creases in government spending. 

In the light of present conditions those estimates were far 
too low. This new program adds $2,062,000,000 to direct 
‘Treasury expenditures and another $950,000,000 to gov- 
ernment loans—and the latter sum, because they are loans, 
will come back to the Treasury in the future. 

The net effect on the debt of the government is this—be- 
tween now and July 1, 1939—fifteen months away—the 
Treasury will have to raise less than $1,500,000,000 of new 
money. 

Such an addition to the net debt of the United States 
need not give concern to any citizen, for it will return to 
the people of the United States many times over in increased 
buying power and eventually in much greater government tax 
receipts because of the increase in the citizen income. 

What I said to the Congress at the close of my message I 
repeat to you: 

“Let us unanimously recognize the fact that the Federal 
debt, whether it be twenty-five billions or forty billions, can 
only be paid if the nation obtains a vastly increased citizen 
income. I repeat, that if this citizen income can be raised 
to $80,000,000,000 a year the national government and the 








overwhelming majority of State and local governments will 
be ‘out of the red.’ 

“The higher the national income goes the faster will we 
be able to reduce the total of Federal and State and local 
debts. Viewed from every angle, today’s purchasing power— 
the citizens’ income of today—is not sufficient to drive the 
economic system at higher speed. Responsibility of gov- 
ernment requires us at this time to supplement the normal 
processes and in so supplementing them to make sure that 
the addition is adequate. We must start again on a long, 
steady, upward incline in national income. 

“ * * * And in that process, which I believe is ready to 
start, let us avoid the pitfalls of the past—the overproduc- 
tion, the overspeculation, and indeed all the extremes which 
we did not succeed in avoiding in 1929. 

“In all of this, government cannot and should not act 
alone. Business must help. I am sure business will help. 

“We need more than the materials of recovery. We need 
a united national will. 

“We need to recognize nationally that the demands of no 
group, however just, can be satisfied unless that group is pre- 
pared to share in finding a way to produce the income from 
which they and all other groups can be paid. You, as the 
Congress, I, as the President, must by virtue of our offices 
seek the national good by preserving the balance between 
all groups and all sections. 

“We have at our disposal the national resources, the , 
money, the skill of hand and head to raise our economic 
level—our citizens’ income. Our capacity is limited only by 
our ability to work together. What is needed is the will. 

“The time has come to bring that will into action with 
every driving force at our command, and I am determined to 
do my share. 

“Certain positive requirements seem to me to accompany 
the will—if we have that will. 

“There is placed on all of us the duty of self-restraint— 
that is the discipline of a democracy. Every patriotic citizen 
must say to himself or herself that immoderate statement, 
appeals to prejudice, the creation of unkindness, are offenses 
against the whole population of the United States. 

“Self-restraint implies restraint by articulate public opin- 
ion, trained to distinguish fact from falsehood, trained to 
believe that bitterness is never a useful instrument in public 
affairs. There can be no dictatorship by an individual or by 
a group in this nation, save through division fostered by hate. 
Such division there must never be.” 

Finally, I should like to say a personal word to you. 

I never forget that I live in a house owned by all the 
American people and that I have been given their trust. 

I try always to remember that their deepest problems are 
human. I constantly talk with those who come to tell me 
their own points of view, with those who manage the great 
industries and financial institutions of the country, with those 
who represent the farmer and the worker, and often with 
average citizens without high position who come to this house. 

And constantly I seek to look beyond the doors of the 
White House, beyond the officialdom of the National Capi- 
tal, into the hopes and fears of men and women in their 
homes. I have traveled the country over many times. 

My friends, my enemies, my daily mail brings to me re- 
ports of what you are thinking and hoping. I want to be sure 
that aeither battles nor burdens of office shall ever blind me 
to an intimate knowledge of the way the American people 
want to live and the simple purposes for whiach they put 
me here. 

In these great problems of government I try not to for- 
get that what really counts at the bottom of it all is that 
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the men and women willing to work can have a decent job 
to take care of themselves and their homes and their children 
adequately; that the farmer, the factory worker, the store- 
keeper, the gas station man, the manufacturer, the merchant 
—big and small—the banker who takes pride in the help 
he gives to the building of his community—that all these can 
be sure of a reasonable profit and safety for the savings they 
earn—not today nor tomorrow alone, but as far ahead as 
they can see. 

I can hear your unspoken wonder as to where we are 
headed in this troubled world. I cannot expect all of tle 
people to understand all of the people’s problems: but it is 
my job to try to understand those problems. 





I always try to remember that reconciling differences can- 
not satisfy every one completely. Because I do not expect 
too much, I am not disappointed. But I know that I must 
never give up—that I must never let the greater interest of 
all the people down, merely because that might be for the 
moment the easiest personal way out. 

L believe we have been right in the course we have charted. 
To abandon our purpose of building a greater, a more stable 
and a more tolerant America, would be to miss the tide and 
perhaps to miss the port. I propose to sail ahead. I feel 
sure that your hopes and your help are with me. For to reach 
a port, we must sail—sail, not lie at anchor; sail, not drift. 


A Government Creed for Americans 


THE RIGHTFUL POSITION OF MEN IN HIGH OFFICE 
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National Republican Club, New York, March 29, 1938 


except those granted to it by the Constitution of the 

United States, and since this Constitution was ordained 
and established by the people of the United States to form a 
more perfect union, to establish justice, to insure domestic 
tranquillity, to provide for the common defense, to promote 
the general welfare, and to secure the blessings of liberty 
for ourselves and our posterity, it follows that, when our 
Federal government violates the letter or spirit of the Con- 
stitution, and seeks by various and devious devices to weaken 
and circumvent the Constitution and to violate the basic 
principles of good government flowing from it, the Ameri- 
can people should state to those persons in high office, for 
all the world to hear, just how they expect their representa- 
tives in office to recognize their appropriate functions and to 
perform their duties. 

Since such an occasion has arisen, we, who oppose the will- 
ful violation of the principles of our Constitution and of 
good government by the political party in power, find it de- 
sirable and necessary to state that we advocate and adhere 
to the following principles and observations with respect to 
our present and future Federal government: 

We oppose a government that violates the spirit and even 
the letter of the Constitution. This has been done, by the 
party in power, both directly and by devious devices, for the 
purpose of perpetuating itself in office as the master, rather 
than the truly representative agent, of the American people. 


G's our Federal government has no rightful powers 


We advocate a government that will adhere scrupulously 
to the letter and spirit of the Constitution, and will cling 
jealously to the principle that it is the servant, not the 
master, of the American people. 


We oppose a government that conceives our Federal offices 
to be the spoils of the party in power, and the entrenchment 
of that party as more important than protecting the general 
welfare. 

We desire a government that will rise above the inter- 
ests of the party which elected it to office, and will con- 
sider itself the agent of all the American people. 


We oppose a government that attempts to weaken and 
change the Consitutional division of powers between the 


legislative, executive, and judicial branches of our Federal 
government. 


We desire a government that will faithfully observe and 
even seek to strengthen this Constitutional division of 
authority. 


We oppose a government that seeks to destroy by illegal 
means the powers which legally belong to the respective states 
of the Union. 


We desire a government that will adhere to the Con- 
stitutional division of powers between the Federal and 
state governments, and will attempt to make no changes 
except by the proper method of Constitutional amend- 
ment. 


We oppose a President who attempts to gather to himself 
powers which the Constitution provides shall belong to the 
legislative and judicial branches of our government. 


We desire a President who will endeavor to confine his 
activities to the faithful and impartial execution of the 
national laws, as provided in the Constitution. 


We oppose a President and those Congressmen who have 
attempted, or who are disposed, to attack, weaken, or pack 
the United States Supreme Court for the purpose of increas- 
ing the power of the legislative or executive branches of our 
government. 


We desire a President and Congressmen who will jeal- 
ously guard the independence and integrity of the United 
States Supreme Court, since it is the final bulwark and 
protector of the rights and liberties of the American people 
as provided in their Constitution. We want a President 
who will regard as binding and as sacred his oath in which 
he swears, as prescribed by the Constitution, that he “will 
to the best of [his] ability, preserve, protect and defend 
the Constitution of the United States.” 


We oppose a President who encroaches upon the domain of 
Congress. 

We desire a President who will scrupulously abstain 
from trenching upon the legislative duties, responsibilities, 
and prerogatives of the people’s elected representatives. 
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We oppose those Congressmen who do not fulfill their 
legislative responsibilities, and who show themselves faith- 
less to their constituents by considering themselves agents of, 
and responsible to, the President rather than their constitu- 
ents, and by delegating their legislative authority and re- 
sponsibility to the President. 


We desire Congressmen who will jealously guard the 
powers of Congress, who will fulfill faithfully their legis- 
lative duties and responsibilities, and who will remember 
that they were elected by, and are responsible to, their 
constituents, not to a President who may wish to dom- 
inate or control them and the legislation for which they 
are constitutionally responsible. 


We oppose those Congressmen who are willing to delegate 
control over the public purse to the President. 


We desire Congressmen who will respect those provi- 
sions of the Constitution which lodged the control of the 
public purse solely in Congress by providing that “no 
money shall be drawn from the Treasury, but in conse- 
quence of appropriations made by law,” and that “all bills 
for raising revenue shall originate in the House of Repre- 
sentatives.” 


We oppose a President who will execute only those laws 
that he chooses to execute, and who thus violates the solemn 
oath which he takes before the American people on inaugura- 
tion day. 


We desire a President who will faithfully and scrupu- 
lously execute all national laws with complete impartiality, 
and who will regard his oath to the American people as 
sacred and binding. 


We oppose a government that fosters hatred of persons 
and classes and attempts to split the American people into 
warring factions. 


We desire a government which will unite our people, 
foster a cooperative spirit among them, minimize and re- 
strain personal and group conflicts, and cultivate social 
peace, understanding, and contentment. 


We oppose a government that neither respects nor adheres 
to the standards of intellectual integrity which characterize 
an intelligent and refined people. 


We desire a government that will scrupulously adhere 
to the finest standards of intellectual integrity, and, thereby, 
tend to imbue the American people with the same high 
standards of honesty, objectivity, morality, and intellec- 
tual integrity. 


We oppose a government that resorts to the devices of 
demagogic politics to perpetuate itself in office. 


We desire a government that is composed of statesmen 
who will adhere scrupulously to the objective standards 
of statesmanship, who will not resort to the devices of the 
demagogue and politician, and who will sacrifice their 
personal interests at any time when these appear to con- 
flict with the public welfare. 


We oppose a government that relies upon the lack of un- 
derstanding of people to obtain a popular endorsement of 
policies which are socially injurious and which are designed 
to entrench the party in power. 


We desire a government that will submit intricate 
questions to competent and experienced experts, that will 
explain carefully and patiently to the uninformed public 
the nature and implications of the findings of the experts, 
and that will not seek support of the general public on 


matters regarding which the public is not properly in- 
formed and regarding which the public’s opinion would 
arise more from emotion than from understanding. 


We oppose a government that rests its policies upon, and 
appeals to, popular passions, emotions, and prejudices. 


We desire a government which realizes that progress 
is attained not by pursuing policies resting upon passions, 
emotions, and prejudices, but upon facts carefully gath- 
ered and principles determined by competent and objec- 
tive people. 


We oppose a government that uses such labels as “Lib- 
eral” and “Progressive,” which mislead the gullible, to gain 
unwitting support for policies that are coercive, retrogressive, 
and reactionary in nature. 


We desire a government that will not mislead people 
who are easily impressed with labels, and one that will 
demonstrate its enlightened and unselfish character by 
pursuing those policies that will increase the average level 
of living, that will enlarge rather than curb the freedom 
and liberty of each individual, that will increase the eco- 
nomic security, happiness, and contentment of all people. 


We oppose a government that promises one thing and does 
another. 


We desire a government which will regard its pledges 
seriously. If it promises to balance the Federal budget and 
to reduce expenses, it will do so or explain very carefully 
why it failed to fulfill its promises. If it promises to ad- 
mit errors, it will admit them. If it promises to eliminate 
bureaucracy, it will do so. If it promises to strengthen 
the civil service, it will do so. 


We oppose a government that violates the Fourth Amend- 
ment to the Constitution which provides that “The right of 
the people to be secure in their persons, houses, papers, and 
effects, against unreasonable searches and seizures, shall not 
be violated, and no warrants shall issue, but upon probable 
cause, supported by oath or affirmation, and particularly 
describing the place to be searched, and the persons or things 
to be seized.” 


We desire a government that will cling jealously to the 
letter and spirit of the Fourth Amendment, and will guard 
the American people against such unreasonable searches 
and seizures as those conducted by the Black and Minton 
Committee. 


We oppose a government that will use the taxpayers’ 
money, in violation of a Federal law, to maintain a publicity 
and propaganda service. 


We desire a government that will obey the law with 
respect to the dissemination of official information, and 
will not under any circumstances establish propaganda 
agencies at the taxpayers’ expense to further the interests 
of the party in power. 


We oppose a government that will use the people’s money 
to enter into competition with business and thus deprive them 
of their income and property. 


We desire a government that will regulate but not seek 
to own; that will protect people in their property, not de- 
stroy the value of their investments; that will protect and 
encourage private enterprise, not destroy or discourage it, 
and not seek to convert people into unwilling employees 
of the State. 


We oppose a government that pursues policies in violation 
of economic principles, such as the policies of economic 
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scarcity, price-fixing, production allotments, and subsidizing 
the inefficient. 


We desire a government that will pursue policies in 
harmony with economic principles, that will recognize that 
it is plenty not scarcity which raises the standard of liv- 
ing, that free and fair competition provides the best meas- 
ure of value known, and that production allotments, price- 
fixing, and subsidizing the inefficient are unsound devices 
for a government to employ. 


We oppose a government that believes it can spend its 
way into prosperity, or that a lasting prosperity can be cre- 
ated by inflating the currency or creating a huge public debt. 


We desire a government that will economize as its con- 
stituents must economize; that realizes that prosperity 
springs from an increase in production arising out of op- 
timism, relatively low costs, reduced inventories, and in- 
creased employment; and that understands that a sound 
currency rather than an unsound and inflated currency 
contributes to a genuine prosperity. 


We oppose a government that seeks the advice of, and 
uses as, administrators immature, unsuccessful, inexperienced, 
and poorly-regarded people in lieu of mature, successful, ex- 
perienced, and highly-regarded people. 


We desire a government that will choose as its advisers 
and administrators the most competent, the most experi- 
enced, the most successful, and the most disinterested peo- 
ple available, to the end that our government may be in 
the hands of genuine and admirable statesmen. 


We oppose a government that seeks to instill in our people 
the notion that they can get something for nothing; that 
hard work, saving, and thriftiness are not virtues; that the 
nation owes all people a living no matter how indigent or 
foolish they may be; and that inequality of wealth is of ne- 
cessity unjust. 


We desire a government that understands that there is 
no way for it or the people to get something for nothing; 
that understands that the virtues of hard work, saving, 
and thrift are real and are to be cultivated; that under- 
stands that the world does not owe all people a living no 
matter how indigent or foolish they may be; and that 
understands that equality of wealth is unattainable and 
undesirable. 


We oppose a government that seeks to blame others for 
its own mistakes. 


We desire a government that will unhesitatingly assume 
responsibility for its own mistakes, thus demonstrating its 
honesty and good faith, and inspiring and justifying the 
confidence of the people in its integrity and reliability. 


We oppose a government that permits personal relations 
and personal feelings to color its attitudes and policies. 


We desire a government that will in every instance rise 
above personalities, always remembering that the govern- 
ment is the agent of all the people, and that the individual 
is largely helpless when attacked by government officials 
motivated by personal hate or desire for revenge. 


We oppose a government that will claim credit for a busi- 
ness expansion and will blame others for a recession result- 
ing from its policies. 


We desire a government that will neither arrogate to 











itself virtues it does not possess nor blame others for 
conditions for which they are in no sense responsible. 


We oppose a government that can produce no better poli- 
cies than to spend the people’s hard-earned money and to 
plunge the nation into an unprecedented debt. 


We desire a government that understands economics, 
the proper relation of government to business, and the 
dangers and burdens of a huge public debt. 


We oppose a government that destroys confidence, gener- 
ates fears, stops the wheels of industry, increases unemploy- 
ment, and spreads human distress. 


We desire a government that inspires confidence, elimi- 
nates fear, encourages industry, reduces unemployment, 
and spreads prosperity. 


We oppose a government that will use human distress and 
public funds, designed for relief, to coerce the weak, to pur- 
chase political support for itself, and to build a political 
machine at the expense of the general public welfare. 


We desire a government that will meet the problems of 
human distress as economically and impartially as humanly 
possible, and that will not, under any circumstances, per- 
mit itself to seek any political advantages in its efforts to 
aid the destitute. 


We oppose a government that uses the taxing power to 
punish and discourage business and private enterprise. 


We desire a government that will employ its taxing 
power to raise revenue in the most equitable and just 
manner possible, and that will not employ this power for 
punitive purposes or to discourage productive enterprise. 


We oppose a President who will discuss the possibility of 
a dictatorship in this nation as a matter of personal prefer- 
ence, inclination, and qualification. 


We desire a President who will respect our Constitu- 
tion and his oath to uphold it, who will never forget that 
our form of government is prescribed by our Constitution 
and is not a matter of the personal desire or inclination 
of the President, and who would remind our people, when 
questions of changing our form of government arise, that 
the Constitution provides the method by which these 
changes may be effected. To discuss any other method of 
changing our form of government is to discuss a method 
of revolution or rebellion—it is to discuss the methods of 
treason. 


We oppose all Congressmen who subscribe to, or follow, 
the policies we have condemned. 


We approve’ all Congressmen who meet the standards 
we have endorsed. 


We oppose Mr. Roosevelt because he has done, or advo- 
cated, or approved all these undesirable and deplorable things 
which we oppose and condemn. 


We want a man for President who will adhere firmly 
to all the principles we have advocated, a man of strictest 
integrity, a genuine statesman, a man of unwavering hon- 
esty, a man of understanding, sympathy, tolerance, and 
fairness, a man that will never stoop to indulge in small, 
or personal, or vindictive devices, a man that is altogether 
admirable, a man of whom all American people may right- 
fully be proud, because he represents the best in the Ameri- 
can people and their tradition. 
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American Citizenship and 
Its Supreme Challenge 


IT IS FREEDOM OR SLAVERY 
By HATTON W. SUMNERS, Congressman from Texas 


Before the Meeting of the Junior Bar Conference from the Fourth Judicial Circuit 
and the District of Columbia, April 2, 1938 


R. SUMNERS of Texas. Mr. Speaker, under 
M leave to extend my remarks in the Record, | submit 
my address before the Junior Bar Conference from 

the fourth judicial circuit and the District of Columbia: 

May I congratulate the Junior Bar Conference for its 
patriotic service in conducting a campaign to impress upon 
our people a greater consciousness of the privileges and duties 
of American citizenship. This is a great work in which you 
are engaged. The subject assigned to me is American Citi- 
zenship and Its Supreme Challenge. 

There is nothing more important in this tragic hour in the 
history of nations than that every American citizen recognize 
the supreme challenge which confronts him, individually, as 
a part of the body of our citizenship. 

We have no king; we are our own governors. If we, the 
people, fail, representative free government falls. 

When we look across on the other side of the earth we 
see free governments disappearing. It is difficult to realize 
that we—you and I—live in an age when free governments 
are disappearing from the face of the earth—Germany, 
Spain, Italy, Russia, Austria, possibly some other tomorrow. 
That shows that the people have fallen down on the job of 
self-government. Free governments do not disappear where 
there is no conquest except when the people fail in their duty, 
except when the problems of government become greater than 
the applied governmental capacity of the people. There is 
no mystery as to why dictatorial governments are increasing. 
Governments have to operate. There has to be government. 
If the people fail, government resorts to some other agency 
to do the work. 

We have a mistaken notion that men have made our Gov- 
ernment and can determine as they choose its basic policies. 
That is not true. No human being, in a creative sense, ever 
wrote the constitution of a living free government. When- 
ever you see that a dictator has taken charge of a govern- 
ment, except by conquest, you may know that the people 
have failed, that its problems have become greater than their 
governmental capacity. Whenever the people fail, we may 
know that some form of dictatorial government will take 
charge. There is no other alternative. When people fail 
to provide in themselves an instrumentality through which 
government can function, government lays its hand on some 
strong individual who will operate its machinery. There is 
nothing strange or surprising about it. It follows under the 
operation of the laws of cause and effect. We have the best 
chance to escape because Anglo-Saxon systems of govern- 
ment are most calculated to preserve governmental capacity 
because they place upon the individual the greatest necessity 
to work at the job of governing, and through the smaller 
units of government afford him the facility through which 
individual responsibility may be discharged and individual 
capacity developed. Only by use does capacity grow. By 
non-use it shrivels up. But let the greatest athlete be tied 
for a while and his muscles become flabby. 

We must understand the facts with regard to our Gov- 
ernment and Constitution, which is our heritage as Ameri- 





can citizens. We must rid ourselves of the mythological tales 
as to its origin. We must get rid of the notion that the 
fathers, as an act of creative genius, gave us a foolproof, self- 
operating, perpetual-motion sort of government. We must 
get rid also of the notion that our Government is immune 
from the epidemic which is affecting other nations now. We 
have a real job; a supreme challenge. Our Government has 
endured a long time. 

About the time of the birth of Christ, a famous Roman 
historian, Tacitus, observed the functioning of our Consti- 
tution among certain tribes in the German forest, of which 
the Angles, Saxons, and Jutes were a part. He tells us that 
when they had an important governmental matter to de- 
termine, the tribes gathered for that purpose. When they 
assembled they sat down armed. A leader presented the 
matter to them for their consideration. If the people were 
persuaded they brandished their weapons, which was a vote 
of approval. If they did not favor the proposition they mur- 
mured, and that settled it. That was a negative vote. 
Tacitus completes the picture by telling us that these leaders 
were influential as they had the power to persuade as dis- 
tinguished from the power to command. Thus we see the 
place of the leaders and the place of the people in an Anglo- 
Saxon system of government, we see our Constitution when 
the machinery of government was simple enough to come 
definitely within our clear vision and comprehension. 

Fundamentally, our Constitution has not changed from 
that day to this. Our Constitution, our Government, has al- 
ways depended and must always depend upon the govern- 
mental cacapity of its citizens. It can never fail while that 
capacity endures. It cannot survive when that capacity fails. 

During all the vicissitudes of English history, popular gov- 
ernment, in varying states of development, existed, while 
tribes blended into principalities; principalities into petty 
kingdoms ; and petty kingdoms into one kingdom. Even dur- 
ing the period of the Norman conquest these local popular 
governments continued to exist and function. The power and 
capacity and authority of the people developed through the 
exercise of governmental responsibility. 

In 1295 King Edward I summoned what was clearly a 
Parliament in the making as we understand a parliamentary 
body today. It would be interesting to trace the long, fas- 
cinating history of our constitutional development but that is 
impossible now. 

We may note, however, that for more than a thousand 
years of their recorded history, before that Parliament as- 
sembled, when the great struggle began between the King 
and nobles on one side and the people on the other, our 
ancestors had been in training and developed in the lesser 
units of government. They not only had been instructed by 
experience, but they had been sobered by responsibility. They 
were not unacquainted with the difficulties to be met with 
in the discharge of the natural and proper duties of gov- 
ernment and of the inherent limitations upon what should 
and can be achieved through the agencies of government. 
They sometimes tired of governmental responsibility ; they 
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sometimes came under oppression; but their capacity for gov- 
ernment increased as their conception of popular rights de- 
veloped through the unrest and meditation stimulated by the 
tyranny of king and nobles. The roots of the English consti- 
tution went deeper and deeper into constantly enriching soil 
and drew into itself the elements of enduring strength which 
the people acquired through the struggles against that tyr- 
anny. Not from the King or his councils, not from a Parlia- 
ment, but from that people grew up the great body of the 
common law and the basic principles and policies known as 
the English constitution. 

The Magna Carta, the petition of right, the Bill of Rights, 
the act of settlement, the fundamental acts of the long parlia- 
ment, and the various lesser and local charters were the 
formal recognition of and consent to that which had already 
gone forth from the consciences of the people, supported by 
a purpose and a strength which could not be resisted. There 
must be capable leaders, but in every great age during the 
many centuries of our Government the people, in the final 
analysis, have spoken the voice of government. There never 
has been, never will be, never can be any safe guide for a 
free government other than that which an advised public 
opinion, coming up from the body of a citizenship fit to 
govern and conscious of its duty to govern, can give. 

When the colonists came to America there was granted 
to them in the various colonial charters that they and their 
posterity should enjoy the same rights and liberties which 
Englishmen were entitled to at home. 

From the beginning there was resident in the colonists an 
inherited and acquired governmental capacity, developed 
through the centuries of participation in governmental affairs, 
and in sharing governmental responsibility, which qualified 
and made them able to share in the responsibility and solu- 
tion of the governmental difficulties of the colony. They 
were able to insist upon their rights as freemen and able to 
discharge the duties incident to those rights. 

Not a single untried principle was incorporated into our 
Federal Constitution. When the Convention met, the form 
of our Government had already become fixed. 

There is a straight road which runs from Runnymede to 
Philadelphia. We did not “borrow” provisions from the 
British Constitution, which had come from the people; those 
provisions were ours, paid for with the lives of our ancestors 
on many a battlefield. I have examined the matter. I tell you 
our Constitution came up from the body of a self-governing 
people. But we can lose our capacity to govern by its non- 
exercise. 

When men cease to love their government, cease to be 
willing to sacrifice to preserve it, cease to be willing to sac- 
rifice to serve it, cease to be willing to die physically or po- 
litically that it may endure; when men come to look upon 
their government only as an instrument through which to 
promote some selfish interest or ambition, they end the pos- 
sibility of remaining free. 

When they no longer agree upon fundamental principles, 
when they no longer are guided by the great natural laws 
which fix the nature of free government, which limit human 
discretion and determine sound governmental policy, they 
no longer can remain free. Human beings are not wise 
enough to govern with freedom when they lose the solidify- 
ing and the protective guidance of a common acceptance of 
these basic principles. 

In the days when our first Constitutional Conventions 
were being held men talked much about the plan of Nature 
and the laws of Nature operating in the field of government. 
They knew that governments are not accidents. They knew 
that they are provided for in the big economy; that they 
originate, develop, and operate under natural law. 

In the whole world that is not true now. I am not criti- 









cizing ourselves in particular. It is world-wide. The present 
is almost the only period in many centuries in which no 
substantial evidence exists among the nations of any knowl- 
edge even of the fact that there are fundamental natural 
laws which govern governments. It is even more remarkable 
that this attitude as to government should occur in this 
particular time, the most highly developed scientific age in all 
history. Busy millions everywhere are seeking diligently to 
acquire a more exact knowledge of natural law and how the 
more obedient to it they may do their work. 

In every field except that of economic and political gov- 
ernment that is true. That is the only field in which we fail. 
We fly through the air, we talk through the air, we do all 
the remarkable things which make this the greatest of all 
scientific ages because we know and respect these natural 
laws which govern. We fail only in government, and it is 
the only field where we are guided only by the theories and 
unaided wisdom of men. 

Politicians have so long mystified government that a be- 
fuddled people have largely abandoned that field of thought, 
but there is nothing about government to baffle the person 
who can observe and can sense the same fundamental laws 
which the average person may observe at work governing 
everywhere. The same fundamental proposition out of which 
popular governments grow is to be observed everywhere. It 
is clearly the policy of Nature—the plan of Nature—to put 
upon people the necessity to govern. 

The love for independence is the inducement for people to 
strive to be free; the lash of the tyrant is the whip driving 
men toward self-government. There is development of human 
beings from the discharge of the duties and responsibilities 
incident to self-government. That is why Nature requires 
them to do that work. Nature gives the choice between self- 
government and tyranny. No people who have lost the 
ability to govern have ever been able to remain free. The 
child learns how to walk by walking; he learns how to think 
by thinking; we learn how to do things by doing them. Peo- 
ple learn to govern by governing. Whatever or whoever 
takes from the individual the necessity to do that which is 
not beyond his capacity is in conflict with the central purpose 
and plan of Nature, which is the development of people. 
They develop only through using the strength—the capacity 
—they possess. It is a law. Nature will not waste its energies. 
It will not permit strength to remain where it is not used. 
Quit thinking and the ability to think is taken away. 
Quit governing and the ability to govern is taken away. 

In this connection it must be borne in mind that, generally 
speaking, we are not disposed to do that which we are not 
compelled to do. Going a little deeper, and looking into the 
why of things. what it is all about, this living on this earth 
for a period of time measured by the sweep of the centuries 
no longer than a flash of light, we see that it is not for the 
development of business or government or science per se but 
for the development of people. Upon that objective all the 
forces of Nature are focused. 

Nature’s plan is to make things possible but difficult. Diffi- 
culties constitute the gymnastic paraphernalia provided for 
the development of people. A people who will not be in- 
structed by the experience of others, Nature sends to the 
school of their own experience and compels them to pay for 
their tuition. It has no other alternative. 

The earth could have been so created that houses and 
roads and everything else the people are now required to 
think and work to get would have been already provided. 
We could have been so created that governmént would not 
have been necessary or would have been a self-operating, 
foolproof thing. But we would have been as a field of cab- 
bage. That is not the plan of God, and there is nothing we 
can do about it except to fall in line with the infinite plan 
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and purpose or to suffer the penalty for our rebellion. 

We either go forward to our duty freely as natural law 
directs, working toward the great objective, human develop- 
ment, or we are driven by the lash. I am not talking about 
some theory. I am not speaking academically. I am talking 
now about the most important, the most practical, the most 
clearly to be observed, and the most certainly demonstrated 
fact to be discovered in the record of man’s actual experience. 
It is the law, the universal law. 

It is the fundamental business of statesmen and of people, 
as far as possible, first, to adopt those governmental policies 
which hold the problems of government within the govern- 
mental capacity of the people; and, second, to adopt those 
governmental policies which hold the people to the necessity 
to govern, and thereby lift the governmental capacity of the 
people to the level of their ever-increasing difficulties. 

Of course, we must preserve a democracy in opportunity 
if we are to preserve a democracy in government. It is the 
supreme law. We must preserve a democracy in responsi- 
bility if we are to preserve a people to whom we can appeal 
for protection of person and property when agitators would 
make vicious the unstable. Nature has fixed it so that noth- 
ing sobers judgment like responsibility. 

In this fundamental arrangement is found the philosophy 
not of States’ rights as it was once expressed, not the right of 
the State to govern, but the necessity of the States to govern 
in matters within their governmental capacity, because in the 
States, which function largely through relatively small gov- 
ernmental subdivisions, the average private citizen can find 
a governmental organization sufficiently small, sufficiently 
close to him, sufficiently compelling in its responsibility and 
its appeal, to give to him the challenge, the necessity, and the 
agency through which he may exercise his governmental 
capacity and keep alive his sense of governmental duty and 
his governmental power. We recognize that the great Fed- 
eral organization is essential, of course, but it is too far away 
for the voice of the average citizen to be heard in its councils 
and too great for his influence to be felt there. It can be 
the agent of popular government but never the agency for 
popular government. 

1 am not unmindful of the difficulties. They seem insur- 
mountable now. But the presence of a great difficulty across 
our path does not even indicate that we should change our 
direction. We go forward meeting that difficulty or we turn 
back on the course of history. We cannot preserve this a 
free National Government resting upon a structure of State 
governments constantly weakening themselves by pursuing 
the policy of shifting their responsibilities to a great Federal 
organization in whose executive personnel of nearly a million 
people only one person—the President—is elected by the 
people. Every governmental duty shifted by the States weak- 
ens them in efficiency for the discharge of their remaining 
duties. Just as it is true with the individual it is true with 
the State, power will not remain where it is not properly 
exercised. Non-use is the road to destruction. 

What I am saying is not in criticism of any current poli- 
cies. I hope I will not be misunderstood. I realize that we 
confront now, and have confronted for several years, un- 
usual problems compelling unusual policies of government to 
meet unusual emergencies. Unfortunately, the public feeling 
is so tense now that it is almost impossible to have the most 
fundamental detached thing considered fundamentally, and 
yet | know that we must soon agree upon some fundamental 
principles by which we measure and judge the wisdom of 
governmental! policies and the conduct of public officials. We 
cannot maintain and operate a complex system of modern 
government judging policies by the test as to whether they 
propose a present benefit to the class or group of which we 
happen to be a part. 





The German people tried that. They were divided into 
many groups, each with its own little party striving for 
group advantage, dividing on the issues of group advantage, 
with no commonly accepted, guiding fundamental principles 
of government to hold them in solidarity and to a fixed basic 
policy, with the result when the great test came they failed 
to provide in themselves an agency able to do the govern- 
mental job for Germany, and that government laid its hands 
on Hitler. It had no other alternative. 

I do not believe we will fail to meet this challenge, this 
supreme challenge. As a people there is much to indicate 
that we are emerging from the jazzy, irresponsible attitude of 
the last two decades. I am not trying to entertain you. You 
are becoming interested, because you are becoming a regener- 
ated people, conscious of our danger, yet unafraid, conscious 
of our responsibility, and willing to meet it, interested in 
serious things, and ready to do your part in their solution. 
In that fact lies our hope of being able to win through our 
difficulties. 

You are in responsibility at the highest peak in the history 
of all times. It is a fascinating interesting period. They do 
not come often. It is a terrible time, but a great time in 
which to live. The balance sheet is being struck. The na- 
tions, the civilizations, and the races of men are being brought 
to judgment. The philosophy of the parable of the talents 
is being applied. If we have had ours buried, we had better 
dig it out and put it to work. We haven’t got much time. 
We were given the opportunity and the capacity to govern. 
If when this check-up this accounting reaches us—it is go- 
ing on now—if it is found we have despised that opportunity 
and squandered that capacity, is anybody fool enough to be- 
lieve we will escape? 

No longer can the complex governments of the world be 
operated as free governments, guided by the policies which 
find their origin in the expediencies of the next election. Na- 
tions which have made this great material progress by the 
discovery and obedience to natural law must bring up their 
governmental progress by the same discovery and obedience 
until it presents an even front with the other lines of prog- 
ress. I am certain of that. It can be done in no other way 
than by following the plan which made progress along the 
other lines possible and that is by discovery of and obedience 
to the natural laws which govern governments, which limit 
human discretion and fix sound governmental policy. 

I am not theorizing. I have never been interested in 
theories except as they may systematize investigation and the 
discoveries of how things work. Imperative necessity takes 
this matter we are considering from the field of academic 
discussion and brings it to the forefront among the most prac- 
tical everyday problems challenging the earnest thought of 
every people interested in preserving popular government on 
this earth. In order to preserve it we must preserve the gov- 
ernmental capacity of the people. In order to preserve that 
capacity they must govern. In that fundamental natural ar- 
rangement is found the imperative necessity of preserving 
the responsibility and the vigor of our smaller units of gov- 
ernment wherein the governmental capacity of the individual 
citizen is developed, however difficult that may be. 

Otherwise, forgetting fundamental principles, following 
the speculations of the theorist, guided by the ambitions and 
selfish desires of men, we move away from the foundation 
of these principles, the only foundation which can sustain 
popular government. We organize ourselves into groups 


armed with the ballot and fight among ourselves for self- 
advantage ; we break in two at the points of group cleavage; 
we fail to provide in ourselves an instrumentality of sufficient 
strength and solidarity to carry forward the work of govern- 
ment. There is but one inevitable result. We will be cast 
aside and government will lay its hand on some individual or 
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organization strong enough to do its work. I am not trying 
to be a prophet. I am merely stating the inescapable judg- 
ment fixed in the nature of things against all peoples who 
thus offend. 

It is inevitable that if free people do not provide in them- 
selves a fit instrumentality of government, they come under 
the lash of a dictator until they become willing to bear the 
burdens incident to free government. 

The issue of freedom of speech, freedom of religion, free- 
dom of life, whether or not peoples will be assigned to some 
job and forced to work when and where some voice from 
above shall direct, are the issues which are involved. Only 
a great generation can do this job, however efficient the 





President, the Congress, the Governors, and the legislatures. 
I venture my life that it is not written in the Book that only 
a handful of public officials shall share in the development 
which shall come from the struggle with our present diff- 
culties, which are as great as those which have ever chal- 
lenged human genius. They have come to make us a great 
generation or to chastise us for our failure. 

I have not tried to make a comprehensive address. I have 
tried only to emphasize the one point—the supreme question 
challenging the American people: Will we by governing, 
by doing our duty as private citizens, preserve in ourselves 
a fit instrumentality for free government, or, failing, com- 
pel government to resort to some other? 


Labor Relations 


THE PRESENT MENACE TO PEACE AND PROSPERITY 


By EDWARD R. BURKE, United States Senator from Nebraska 
Delivered March 31, 1938, over Columbia Broadcasting System 


whether or not he is fully conscious of the fact, who 

does not have a vital interest in the establishment and 
maintenance of satisfactory labor relations. In _ recent 
months, I have been giving special study to the National 
Labor Relations Act, commonly called the Wagner Act, and 
its administration by the National Labor Relations Board. I 
became convinced that this is a duty which I owe to the 
public because of the widespread feeling that there is some- 
thing fundamentaJly wrong with the Act and with its ad- 
ministration by the Labor Board. To a consideration of this 
serious problem, I invite your attention tonight. 

It seemed to me that the facts could best be developed, 
and the basis for a correct solution arrived at, by a thorough 
and impartial Congressional investigation of the National 
Labor Relations Board, known alphabetically as the 
N. L. R. B. Accordingly, I introduced a Senate Resolution 
for such an investigation. I requested that it be referred to 
the Committee on the Judiciary. The reason for doing so 
was that this Board, created by Congress, exercises judicial 
functions. A subcommittee was designated by the Chairman 
to study the Resolution. Almost immediately it became evi- 
dent that a majority of the members felt that, despite this 
exercise of judicial power by the Board, if an investigation 
were to be conducted, it should be by the Committee on 
Education and Labor which reported the Labor Relations 
Act to the Senate. Influenced by this, and other considera- 
tions, I determined not to press the pending Resolution at 
the present time. 

Let no one draw the conclusion that the demand for an 
investigation has been abandoned. Far from it. The situa- 
tion cries to high heaven for action of some kind. Convinced 
as I am that the glaring defects of the Labor Act, and par- 
ticularly the character of its administration by the Labor 
Board, constitute a potent cause of the depression which has 
engulfed the country, it is my firm intention to move straight 
on until a satisfactory remedy has been found. In this cause, 
I earnestly solicit the active support of labor, management, 
and the general public. 

It is not probable that Congress at this session will take 
action. There is a compelling desire for early adjournment. 
Other matters of great importance demand attention —tax 
relief, executive department reorganization, armament, to 
mention a few only of the questions. Moreover, pubic senti- 
ment has not yet crystallized on this subject. In aid of that, 


Tee is not a single person in the entire country, 


I speak to you at this hour. I propose to outline some of 
the chief defects of the Act and of its administration, and 
suggest for your consideration a definite plan of amendment. 
If you agree with my conclusions, or have suggestions of 
your own, possibly based upon your bitter personal experi- 
ence, I urge you to promptly and definitely communicate the 
facts to your Senators and Congressman. Only by so doing 
will you bring home to them how you feel about the matter 
and how imperative you consider that a remedy be found for 
the situation created by the Labor Relations Act, and its 
method of administration. 

_ The Wagner Act was placed on the statute books July 
5, 1935. Its constitutionality was in question, but it was 
upheld by the Supreme Court on April 12, 1937. Its opera- 
tion has been adequately financed by Congress. There has 
been ample time for a fair test of the legislation. Enacted 
to diminish the causes of labor disputes, it has apparently 
provoked rather than prevented industrial strife. No unctious 
claim by Board members that a large number of employers 
have been beaten into submission can offset the fact that the 
country has been subjected to an epidemic, yes, a very plague 
of industrial disturbances. Cure the defects in the Act and 
its administration, and a long step will have been taken 
toward ending the depression. 

May I now briefly analyze the Wagner Act for you. It 
should be noted at once that it differs basically from other 
federal laws. These commonly deal with the general public 
and are enacted to protect the public interest. The Wagner 
Act does not do so, except in a very indirect sense, and it 
was not so intended. It is legislation for the benefit of a 
class. Very well! But it must be fair to all other classes. 

The Act is based upon the proposition that employers, as 
a group and habitually, impose on their employees and keep 
them in economic and social bondage. You and I know that 
this simply is not so. Are some employers guilty of this con- 
demnation? Yes, indeed, and they should be curbed. But 
that is far from sustaining the premise of this Act that strikes 
and other forms of industrial strife are due exclusively to the 
attempt of employers to subjugate their workers. 

How does the Act propose to cure the situation? It de- 
clares that employees shall enjoy certain rights. With this 
general statement no one should be heard to complain. Em- 
ployees should have entire freedom to manage their own 
affairs in respect to self-organizing and bargaining collectively 
through representatives of their own choice, free from inter- 
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ference, coercion or intimidation by their employers. But if 
the intent of the Act is really to grant employees entire free- 
dom in these matters, it must go further and provide that 
workers shall be free from interference, coercion or intimi- 
dation from all persons, including other employees and labor 
organizations. 

All that the Act does in this respect is to enumerate cer- 
tain things that employers must not do. These are called 
unfair labor practices on the part of employers. As far as 
they go, and if properly interpreted and administered, no 
one should quarrel with them. .43 a matter of fact they have 
been so construed by the Board as to make it wholly impos- 
sible, in countless cases, for an employer to perform his ordi- 
nary managerial function of preserving discipline and en- 
forcing efficiency on the part of his employees. This has re- 
sulted in many plants in a complete breakdown of discipline 
and a tremendous set-back to efficiency in production. This 
should be corrected. In addition, if the Act is really to serve 
its purpose, it should not be one-sided. It should also list, 
and forbid, unfair labor practices by employees,—unfair 
either to employers or to other employees. 

We pass next to one of the most fundamentally vicious 
aspects of the whole situation. I make this sweeping asser- 
tion because the evil results 1 am about to describe are not 
confined to the field of labor relations, but are poisoning our 
whole body politic. Any practice that serves to breed disre- 
spect in the mind of the public towards those charged with 
the exercise of judicial power is dangerous in the extreme. 
1 ask you to consider what is going on in this respect in the 
administration of the Labor Act. 

As you know, there is a Board consisting of three men. It 
is in a sense a court, yet the Act lays down no qualifications 
for its members. The three who now serve all have a strong 
pro-labor bias. The mechanics of the exercise of the Board’s 
most important function are these:—A disgruntled employee 
or labor organization complains to the Board that em- 
ployees’ rights under the Act have been violated by an em- 
ployer, or that an employer has engaged in an unfair labor 
practice as specified in the statute. Bear in mind that no 
complaint can be filed with the Board by an employer against 
anybody because under the Act the employer has no rights 
and cannot appeal to the Board for protection under any 
circumstances. 

The Board, through its agents, then investigates the basis 
of the complaint to see whether a case can be made out 
against the employer. In doing so, it is clothed by the Act 
with the most drastic powers of investigation. If its dragnet 
brings in anything that contains the barest possibility of 
forming the basis for an action, a formal complaint is filed 
against the employer charging him with every possible viola- 
tion of the Act. The luckless employer is required to answer 
this complaint within five days. The case is then tried. The 
Board, through its employees, acts as prosecuting attorney. 
Also as judge. It has investigated the case. It prosecutes the 
cause. It sits in solemn judgment thereon. _ Investigator, 
prosecutor, judge, and jury, all wrapped up in one. And on 
top of that a strong bias in favor of one side, and plenty of 
malice toward the other. Moreover, with respect to the ad- 
mission of evidence at the trial, the Act provides that the 
ordinary rules of evidence, which obtain in courts of law, 
shall not govern. This rule has been so flagrantly abused 
in the majority of cases that it is commonly understood that 
anything directed at the employer will be admitted, no mat- 
ter how doubtful in authenticity or how lacking in probative 
value. 

When this so-called trial has been completed, the case is 
ready for the making of the “findings of fact.” Here follows 
an interesting procedure. The findings as to what fact have 




















































been proved at the trial are commonly drawn up, not by the 
person who actually presided at the trial and saw and heard 
the witnesses, but by a group of young, radical lawyers with 
headquarters in Washington, called the Review Section, who 
have never been near the actual trial room and have not seen 
nor heard a single witness. By ferreting out this loosely 
prepared record every item that throws any suspicion upon 
the employer, weaving all of these separate bits together, and 
putting the worst posssible construction on anything that 
might tend to a different conclusion, findings can nearly 
always be made against the employer and in favor of the 
complaining employee or labor organization. Very few of the 
decisions issued in the name of the Board, are ever written 
by the Board members themselves. They are prepared for 
Board signature by the same individuals who combed the 
record to pick out items of the testimony to support a deci- 
sion, the tenor of which was scarcely a matter of doubt from 
the moment the complaint against the employer was filed. 

In a recent decision by a United States Circuit Court of 
Appeals, the Court commented on the fact that the case had 
been taken from the hands of the trial examiner without an 
Intermediate Report filed by him, and that the petitioners 
had been thus deprived of the opportunity to file exceptions 
to an examiner’s report, and were denied, also, the right of 
oral argument before the Board. The Court used the fol- 
lowing language :— 

“This procedure is not likely to inspire confidence in 
the impartiality of the proceedings. It results in the 
findings of fact made by persons who did not see the 
witnesses—a matter which may have far-reaching con- 
sequences in view of the very limited power conferred 
upon the Courts to review the Board’s findings of fact.” 


Since the supporters of the Act in its present form contend 
that any danger of harm or unfairness is removed by the 
right of appeal, it will be well to consider that subject. The 
employer against whom an order is issued may appeal to the 
Circuit Court of Appeals of the United States. Appellate 
Courts, as you know, do not take testimony or see any wit- 
nesses. They accept the facts found by the trial body, if 
competent evidence of sufficient weight supports the conclu- 
sions, and then examine whether the law has been properly 
applied to those facts. But in the Labor Relations Act the 
Circuit Court of Appeals is bound by the facts found by the 
Board, under the circumstances already set forth, “if sus- 
tained by evidence.” The Act does not say by the preponder- 
ance of the evidence, or the weight of the evidence, but simply 
by evidence, any evidence. So, in practical effect, the hands 
of the Court are tied as to the facts, and it can afford relief 
only if the law has been improperly applied. Little wonder 
that the Board can boast that it is usually upheld in the 
courts. Let me write the findings of fact, and make my con- 
clusions binding, and I will guarantee never to be reversed 
on appeal. There is here no support for the claim that the 
Board has done a fair and capable job in trying cases. What 
is really proved is that the Wagner Act, as drawn, sets up a 
quasi-judicial system which is open to the grossest abuses 
against employers. Every employer who has been through 
the mill knows that in actual practice the abuses do exist. 

Those who have not had the experience of witnessing the 
procedure at some of these so-called trials would be inex- 
pressibly shocked at what goes on under the form of judicial 
process. Almost every employer, and great numbers of loyal 
employees, who have been dragged into these trials either 
as party defendant or as witness have come out embittered 
and astounded that such things could happen in the name of 
the United States government. Even the complaining em- 
ployees, and the more or less disinterested spectators, cannot 
fail to lose a large measure of their respect for law and judi- 
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cial procedure. This is the testimony that has been flooding 
in upon me from all classes of people in every section of the 
country. As a typical example, that upstanding and fearless 
Governor of Oregon, Clarence H. Martin, with whom I 
had the privilege of serving one term in the House of Repre- 
sentatives, felt called upon as a result of things that have 
happened in his state, to declare that he wished he could 
kick the Labor Board into the middle of the Pacific Ocean. 
That was merely a blunt man’s method of expressing the 
thought, which I believe is in the mind of vast numbers of 
our people who have been outraged by the biased conduct of 
this government agency. They want a change, and they 
want it without unnecessary delay. 

Here are some of the changes which I propose to urge in 
the Act itself and in the Board which administers the law. 
There are no doubt other things that ought to be done, and 
I shall be glad to receive your suggestions. 

The preamble of the Act should be revised. Strikes and 
labor troubles have not been due exclusively to the greed 
and selfish domination of employers. To proceed on that 
unsound basis, as we are required to do under the preamble 
to the Wagner Act, is merely to invite that increase in indus- 
trial strife which has followed the enforcement of this law. 
Let it be clearly stated that the policy of the law is to further 
the development of friendly and mutually fair labor relations 
and that the part of government will be to prevent and stamp 
out any practices that interfere with that declared policy. 

There should be no relaxation of the statutory prohibition 
against coercion or intimidation by employers in interference 
with the freedom of employees to organize and bargain col- 
lectively through representatives of their own choosing. But 
there is equal need for protection of the employee from at- 
tempted intimidation from other sources, whether it be from 
workers, union organizers, or from any other quarter. Every 
employee should have the right to decide of his own free will 
and without any coercion whatever, whether he wants to 
join a union, and if so what particular union, and whether 
he wants to continue at his job. These are the priceless attri- 
butes of freedom, and no democratic government, worthy of 
the name, can countenance their deprivation. Let the Act be 
amended to give that complete protection. Let it denounce 
unfair labor practices on the part of employees as well as 
employers. There is no reason why labor organizations 
should not be as strictly amenable to the law as any other 
groups of citizens. 

The philosophy of the Labor Act as it is written appears 
to be that employers and employees are natural enemies, that 
what is good’ for the one must of necessity be bad for the 
other. This is fundamentally wrong because it ignores the 
mutuality of interest between those who contribute their 
labor, their capital, and the service of management, in the 
effort to make industry a success. Such a philosophy ignores 
the essential facts of our industrial life and is doomed to ulti- 
mate failure. It must be corrected before irreparable harm 
is done. Workers must be free to seek advice and counsel 
in their daily problems from their employers, and no em- 
ployer should be pilloried as an offender because he offers 
that assistance. 

The Labor Board should be reconstituted. Of the three 
members, one should be chosen primarily because of his deep 
insight into the problems of the workers. Another should 
with clear vision understand the particular difficulties that 
confront management. The third should approach the task 
from the standpoint of the general public. Nojman should 
be eligible for appointment if he has a bias so strong that he 
cannot see all sides of the question, and be quick to mete 
out even-handed justice. 

With a Board composed of members who measure up to 












































these qualifications, there would be an immediate clearing 
of the atmosphere. Their task would be simplified if the 
statute itself made certain that the rules of evidence applic- 
able in courts of law were to be enforced; that there was to 
be no discrimination in the granting of subpoenas to secure 
the presence of witnesses and the production of evidence ; and 
that the findings of fact would be binding on appellate courts 
only when sustained by the preponderance of the evidence. 
There is one other change that goes to the very heart of the 
matter. As already indicated, the chief iniquity of the pres- 
ent system arises from the fact that -he same body, the Labor 
Board, is the investigator of the complaint against the em- 
ployer, it is the actual plaintiff in the action, it prosecutes 
the case, and is the judge as well. I know that it will be 
said that this is true also of the Interstate Commerce Com- 
mission, the Federal Trade Commission, and other agencies. 
The fundamental difference lies in the character of the Act 
that is being administered. These other statutes deal pri- 
marily with public rights and interests. For instance, before 
the Federal Trade Commission files a complaint it must find 
that it is in the public interest so to do. The correctness of 
its decision on this question is open to attack on appeal to the 
courts. Not so with the Wagner Labor Relations Act. Here 
we have a statute that aims to protect and benefit, not the 
general public but a certain class of citizens, the industrial 
workers, in their relations with another class, their employ- 
ers. In such a contest it is essential that the facts be sub- 
mitted to, and the decision made by, a thoroughly impartial 
tribunal. 

Here is my proposal to remedy the trouble. Under the 
Wagner Act the Labor Board has exclusive jurisdiction. 
Not until final action by that Board does anyone have the 
right to submit his cause to a court, and then there is merely 
a very limited and restricted review. I am considering the 
question of amendments that will confer concurrent jurisdic- 
tion upon the federal district courts that will permit the 
filing of a complaint before the Board or before the appro- 
priate district court. If complaint is filed before the Board, 
there shall be the right, at any time before hearings start, 
to have the case removed and tried in the appropriate federal 
district court. Every person accused of violating the Act 
will be assured an opportunity for a fair and impartial trial. 
The mere existence of such a right will go a long way to- 
ward insuring fair trials before the Board. 

In closing, I wish to call to your attention two develop- 
ments in the Labor Board’s program of activities both of 
which seem to me extremely significant. 

The Act applies to industrial workers. Those engaged in 
agricultural pursuits are exempt. Apparently the Board has 
now concluded that it is too bad to deprive agricultural 
workers of the benefit of coming under its benign influence. 
Possibly there is not enough strife in that field to satisfy its 
requirements. I am advised that in two cases on the West 
Coast the Board has indicated its determination to consider 
as exempt only such agricultural workers as actually toil with 
their hands in the fields. All that great group who are en- 
gaged in the modern processes of agriculture will be con- 
sidered as industrial workers and hence subject to the Act. 
I do not believe that the agricultural sections of the country 
will look with much favor upon being brought within the 
statute, at least not until the Act has been amended in some 
such way as I have indicated tonight. 

The other feature of the Board’s program to which I de- 
sire to call attention has to do with the now established prac- 
tice of restoring striking workers to the payroll. No matter 
how serious may be the offenses committed by workmen who 
have left their jobs and gone on strike, they can rest safe in 
the assurance that when the Board has completed its investi- 
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gation their former employer will be ordered to put them 
back on the job and in all likelihood with back pay for the 
entire period of their absence. Recently the Board has or- 
dered the restoration of sit-down strikers who were guilty of 
trespass and the destruction of property. 

One phase of this matter is so serious as to require atten- 
tion. When the strikers are returned, the men who filled 
the jobs must be discharged. This means that if an employer 
tries to keep his plant running, he must be ready to arbi- 
trarily dismiss his force as soon as the Board gets around to 
decide the case. ‘The result will necessarily be that soon no 
employer will be able to operate at all during a strike. He 
must meet the strikers’ terms or face an indefinite shut-down. 
This may well occur even though the strikers constitute a 


small minority, if the work upon which they were engaged 
had to do with some essential feature of operation. Industry 
cannot long survive under such a system. 

I close as I began with emphasis upon the importance to 
all classes of satisfactory labor relations. The National 
Labor Relations Act is on the statute books to stay. It can 
be amended so that it will operate as a powerful aid, instead 
of a serious menace as at present, toward peace and prosperity 
in industry. When that has been done, we will have removed 
one of the prime causes of the present depression. The senti- 
ment of the country must be crystallized in favor of this 
necessary reform. Make your views known to those who 
ee you in Washington. Do it now! Do it emphatic- 
ally! 


American Portent 


THE DEEPEST CHASM OF HISTORY YAWNS 
By W. J. CAMERON, Ford Motor Company, April 3, 1938 


Christian Era is America—America as it originally 

was, as it essentially is, and will continue to be. Until 
now many have not been able to see that. They were super- 
cilious when told that this country was in the lead of social 
advance. They demanded instead every discredited novelty 
that has hastened Europe’s decline. Because our progress is 
planetary, like the progress of the stars, fussy little men de- 
clared we were not moving at all. Many measured America 
against Utopia and, of course, any system seems a failure in 
comparison with Utopia—it disheartens us to consider how 
far we have yet to go. Those who bade us take heart by 
considering how far we have come, were accused of wanting 
to make us contented with things as they are. 

But what reason failed to accomplish, the vast unreason- 
ableness of the times has accomplished almost overnight. 
Everyone begins to see that America is the most significant 
revolution occurring on earth today. It differs from those 
momentary explosions of passion that have left their ruins 
along the path of history—they burned out, this after 150 
years maintains its progress unbroken. It,differs also from the 
so-called revolutions of today, excelling them in the very 
things they most proudly boast, and having many greater 
things of which they will never be able to boast. 

They boast a strong State. We too have a State, and a 
stronger State than they, and we have it on terms that recog- 
nize whole areas of personal life on which the State may not 
intrude; above the State is the People. Present-day revolu- 
tionaries call that State strong whose iron hand controls its 
people; our boast is a people strong enough to control the 
State. The most obscure person in the land may criticize our 
public policy without fear of spies or secret police ; no modern 
revolution is strong enough to stand up under that for a 
single day. They measure their strength by the depth of their 
people’s docility, dictating what their people shall believe, 
what they shall hear or read or speak, of whom they may 
buy, whom they may employ, marry, or associate with, how 
they shall vote, what their children shall be taught—prostrat- 
ing the private, spiritual, social and economic life of the com- 
mon people under the absolute rule of men, who are the peo- 
ple’s spiritual and intellectual inferiors. To us, that is not 
strength at all, but the most abject confession of weakness. 
The very element that guarantees our strength and stability, 
is the element that would topple every totalitarian State 
tomorrow. 


Te: most revolutionary idea that has appeared in the 


They boast of economic security—something they have not 
achieved ; they do not even approach the degree of economic 
security we have in America. They offered the people a 
choice between freedom and their dinner. By choosing the 
dinner the people proved that, for the moment at least, they 
were not fit to be free. And natural law stepped in to dem- 
onstrate that men capable of offering that choice to their 
fellow men, are utterly incapable of producing the dinner— 
basic scarcity and general need immediately followed. We 
think we are badly off here, but at any rate we can produce 
enough food, at least no scarcity exists. Even if we don’t yet 
know all the principles of distribution, we shall learn them 
faster by having something to distribute than will the seducers 
of Liberty who, with all their power, have not been able to 
produce a sufficiency of bread. They have a theory of 
security but not the material substance; we have the sub- 
stance, and by working and earning and using we are rapidly 
mastering the theory and mechanics of security. One thing 
we know—to insure the people’s dinner, you must first in- 
sure their freedom. 

Between these two systems the deepest chasm of history 
yawns. The key to the future which we have kept, they 
have thrown away. A State founded on belief that social 
justice is attained by a forcible leveling downward, is already 
in process of dissolution. Every drop of American blood 
moves in the opposite direction. Every American institution 
exists to prevent, at any cost, interference with the upward 
course of the generations. To lift the individual above vul- 
garity and ignorance to the level of educated intelligence; to 
redeem the automaton of the State into the freedom of per- 
sonality and citizenship; to develop conscienceless instinct 
into strong moral and social sensitivity—that is the specific 
purpose of American institutions. The State exists for the 
People, not the People for the State. And because of that 
principle, we can yet see daylight ahead, even in this time of 
darkness. All the options on the future are held by the free 
nations. 

This omen for humanity which is America, this towering 
portent of the good society!—would any man deserving of 
trust ask to place it in the hazard and jeopardy of anyone’s 
personal power, or make its fate dependent on the honor, 
ability or wisdom of any individual? Would any people 
worthy of it, surrender it to such a hazard? 
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